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SECTION A:

APPLICANT PROFILE

Please enter all Section A responses on this form. All questions must be answered. If an item does not
apply, please indicate “N/A.” Attach appropriate documentation as an Appendix at the end of the
application and reference the applicable Item Number on the attachment.

For Section A, Item 1, Facility Name must be applicant facility’s name and address must be the site of
the proposed project.

For Section A, Item 3, Attach a copy of the partnership agreement, or corporate charter and certificate
of corporate existence, if applicable, from the Tennessee Secretary of State.

For Section A, Item 4, Describe the existing or proposed ownership structure of the applicant, including
an ownership structure organizational chart. Explain the corporate structure and the manner in which all
entities of the ownership structure relate to the applicant. As applicable, identify the members of the
ownership entity and each members percentage of ownership, for those members with 5% or more
ownership interest. In addition, please document the financial interest of the applicant and the
applicant's parent company/owner in any other health care institution as defined in Tennessee Code
Annotated, §68-11-1602 in Tennessee. At a minimum, please provide the name, address, current status

of licensure/certification, and percentage of ownership for each health care institution identified.

For Section A, Item 5, For new facilities or existing facilities without a current management agreement,
aftach a copy of a draft management agreement that at least includes the anticipated scope of
management services to be provided, the anticipated term of the agreement, and the anticipated
management fee payment methodology and schedule. For facilities with existing management
agreements, attach a copy of the fully executed final contract.

Please describe the management entity’s experience in providing management services for the type of
the facility, which is the same or similar to the applicant facility. Please describe the ownership structure
of the management entity.

For Section A, Item 6, For applicants or applicant's parent company/owner that currently own the
building/land for the project location; attach a copy of the title/deed. For applicants or applicant’s parent
company/owner that currently lease the building/land for the project location, attach a copy of the fully
executed lease agreement. For projects where the location of the project has not been secured, attach a
fully executed document including Option to Purchase Agreement, Option to Lease Agreement, or other
appropriate documentation. Option to Purchase Agreements must include anticipated purchase price.
Lease/Option to Lease Agreements must include the actual/anticipated term of the agreement and
actual/anticipated lease expense. The legal interests described herein must be valid on the date of the
Agency’s consideration of the certificate of need application.
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1. Name of Facility, Agency, or Institution

Sumner Regional Medical Center (for its Sumner Station Campus)

Name

225 Big Station Camp Boulevard Sumner

Street or Route County

Gallatin Tennessee 37066
City State Zip Code

2. Contact Person Available for Responses to Questions

Michael Herman Chief Operating Officer

Name Title

Sumner Regional Medical Center Michael.Herman@LPNT.net
Company Name Email address

555 Hartsville Pike Gallatin Tennessee 37066

Street or Route City State Zip Code
Chief Operating Officer 615-328-6695 615-328-6698
Association with Owner Phone Number Fax Number

3. Owner of the Facility, Agency or Institution

Sumner Regional Medical Center, LLC 615-328-6695
Name Phone Number
330 Seven Springs Way Sumner

Street or Route County
Brentwood Tennessee 37027

City State Zip Code

4, Type of Ownership of Control (Check One)

A. Sole Proprietorship F. Governmental (State of TN or

B. Partnership Political Subdivision)

C. Limited Partnership G. Joint Venture R
D. Corporation (For Profit) H.  Limited Liability Company X
E. Corporation (Not-for-Profit) l. - Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE
THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS
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Name of Management/Operating Entity (If Applicable)

N/A

Name

Street or Route County
City ST Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND REFERENCE THE
APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Legal Interest in the Site of the Institution (Check One)

A.  Ownership X D. Option to Lease
B.  Option to Purchase E. Other (Specify)
C. Leaseof__ Years

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND REFERENCE THE
APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS

Type of Institution (Check as appropriate--more than one response may apply)

A.  Hospital (Specify) Acute Care X I.  Nursing Home
B. Ambulatory Surgical Treatment J.  Outpatient Diagnostic Center
Center (ASTC), Multi-Specialty K. Recuperation Center
C. ASTC, Single Specialty L. Rehabilitation Facility
D. Home Health Agency M. Residential Hospice
E. Hospice N. Non-Residential Methadone
F.  Mental Health Hospital Facility
G. Mental Health Residential O. Birthing Center
Treatment Facility P. Other Outpatient Facility
H.  Mental Retardation Institutional (Specify) Satellite ED X
Habilitation Facility (ICF/MR) —— Q. Other (Specify)
Purpose of Review (Check as appropriate--more than one response may apply)
A.  New Institution G. Change in Bed Complement
B.  Replacement/Existing Facility [Please note the type of change
C. Modification/Existing Facility by underiining the appropriate
D. Initiation of Significant Health Care response: Increase, Decrease,
Service as defined in TCA § 68-11- Designation, Distribution,
1607(4) (Specify) Emergency Dept __X Conversion, Relocation] —
E. Discontinuance of OB Services _ H. Change of Location —_—
F Acquisition of Equipment — I Other (Specify) Add Satellite X
Emergency Department -
Certificate of Need Application August 2015
Sumner Regional Medical Center Page 3

000004




9. Bed Complement Data

Please indicate current and proposed distribution and certification of facility beds.

Current Beds
Beds

Staffed

Beds
Proposed

TOTAL
Beds at

Medical

Surgical (General Med/Surg)
Long-Term Care Hospital

Obstetrical

ICU/CCU

Neonatal

Pediatric

Adult Psychiatric

Geriatric Psychiatric

Child/Adolescent Psychiatric
Rehabilitation

Nursing Facility (non-Medicaid Certified)
Nursing Facility Level 1 (Medicaid only)
Nursing Facility Level 2 (Medicare only)

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR
Adult Chemical Dependency

Child and Adolescent Chemical
Dependency

OZErxec—-—ITOMmMOOWD>®

AT

»

Swing Beds

Mental Health Residential Treatment
U. Residential Hospice

TOTAL

*CON-Beds approved but not yet in
service

-

Licensed *CON

Completion

90 0

90

15 0

15

a =)

18 0

18

o
-
(o]

12

12

kLT

20

20

[
(]

155

SRARRIRRNRES

Y
n
n

10. Medicare Provider Number

1447571658

Certification Type

Acute Care Hospital

11. Medicaid Provider Number 044-0003

Certification Type

Acute Care Hospital

12. If this is a new facility, will certification be sought for Medicare and/or Medicaid?_N/A
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Identify all TennCare Managed Care Organizations/Behavioral Health Organizations (MCOs/BHOs)
operating in the proposed service area. Will this project involve the treatment of TennCare
participants?_Yes [f the response to this item is yes, please identify all MCOs/BHOs with which
the applicant has contracted or plans to contract.

Discuss any out-of-network relationships in place with MCOs/BHOs in the area.

RESPONSE: Sumner Regional Medical Center ("SRMC") participates in the major TennCare MCOs serving
the majority of the patients in the area: UnitedHealthcare, Amerigroup, TennCare Select, and BlueCare. In
total, SRMC participates in approximately 34 managed care organizations/behavioral health organizations.
Please see Attachment A,13 (Tab 6) for a list of managed care contracts in which SRMC participates.
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NOTE: Section B is intended to give the applicant an opportunity to describe the project
and to discuss the need that the applicant sees for the project. Section C
addresses how the project relates to the Certificate of Need criteria of Need,
Economic Feasibility, and the Contribution to the Orderly Development of Health
Care. Discussions on how the application relates to the criteria should not
take place in this section unless otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2" x 11" white paper, clearly typed and spaced, identified correctly
and in the correct sequence. In answering, please type the question and the response. All exhibits and
tables must be attached to the end of the application in correct sequence identifying the questions(s) to
which they refer. If a particular question does not apply to your project, indicate “Not Applicable (NA)"
after that question.

I Provide a brief executive summary of the project not to exceed two pages. Topics to be included
in the executive summary are a brief description of proposed services and equipment, ownership
structure, service area, need, existing resources, project cost, funding, financial feasibility and
staffing.

RESPONSE: Please see the following executive summary.

CREATE A SATELLITE EMERGENCY DEPARTMENT (“ED”) IN GALLATIN, SUMNER CO., AT
SRMC'S SUMNER STATION CAMPUS

APPLICANT OVERVIEW. Sumner Regional Medical Center ("SRMC") is a 155-bed acute care hospital in
Gallatin, Tennessee. It is part of LifePoint Hospitals. LifePoint Hospitals is headquartered in Brentwood,
Tennessee. It operates 63 hospitals in 20 states, including 10 in Tennessee. SRMC is one of 15
LifePoint hospitals that was recognized by the Joint Commission in 2013 as a Top Performer in Key
Quality Measures.

With this project, Sumner Regional Medical Center proposes to initiate a Satellte Emergency
Department ("ED") at its existing outpatient campus, known as "Sumner Station," located on Big Station
Camp Boulevard just off Vietnam Veterans Parkway, approximately 6.9 miles west of the main campus.
Due to area traffic patterns, easily accessible emergency services are currently not available to large
portions of the community. The availability of the satellite ED service at Sumner Station will alleviate the
travel for these patients and improve accessibility to life-saving care.

ExisTinG RESOURCES. SRMC's Emergency Department is a full-service ED that serves the surrounding
community. The ED is staffed with board-certified emergency medicine physicians and experienced
registered nurses that provide patients immediate access to the most advanced diagnostic services and
lifesaving care available.

SRMC's emergency services include an accredited Chest Pain Center, as well as a vast array treatment
options for ilinesses and injuries. Whether a patient has an emergency, accident or suffers a traumatic
injury, SRMC provides holistic care for the body, mind and spirit.

SRMC's ED provides advanced care 24 hours a day, seven days a week with several notable
designations:
Certificate of Need Application August 2015
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o Dedicated Chest Pain Center by the Society of Cardiovascular Patient Care
e Oncall 24 /7 /365 Cardiac Interventionalist Physician
e Oncall24/7 /365 Primary Pediatrics Care

In Gallatin, adjacent to the proposed Satellite ED in the Sumner Station complex, SRMC operates a full-
service imaging center that provides X-ray, ultrasound, CT, MRI, bone densitometry, cardiac calcium
scoring CT, coronary CTA, lung screening CT, mammography, PAD screening, and wellness imaging.
Recent additions to the Sumner Station campus include the relocation of radiation therapy services from
the main hospital campus, and the addition of PET/CT scanning services. Both of these recent additions
are currently in the process of being implemented. When fully operational, this wide range of
complementary services will allow the Sumner Station facility to function as a Cancer Center, providing
diagnosis, treatment, and social support to cancer patients and their families.

PrROPOSED SERVICES AND EQUIPMENT. SRMC is not proposing any new services or CON reviewable
equipment. As described more fully in the need section below, this project is to add four' Satellite
Emergency Department treatment rooms at its Sumner Station campus in Gallatin, to the existing 26
emergency treatment rooms at SRMC's main campus. 24/7 imaging services will be provided by
SRMC's on-site full-service imaging center.

OWNERSHIP_STRUCTURE: SRMC is part of LifePoint Hospitals. LifePoint Hospitals is headquartered in
Brentwood, Tennessee. It operates 63 hospitals in 20 states, including 10 in Tennessee. The proposed
project will not result in a change in ownership structure.

SERVICE AREA: Based on historical patient origin data and area driving distances/times, SRMC's service
area for this Satellite ED project is comprised of two zip codes in Sumner County - 37066 and 37075.

NEeD: The proposed Satellite ED is in full alignment with SRMC's long term mission of making its local
community healthier. Rather than traveling to downtown Gallatin, this project brings convenient,
accessible healthcare services to the local community so patients can receive healthcare closer to where
they live and work. SRMC currently serves approximately 38,000 emergency department patients
annually with 26 treatment rooms (3 rooms were added in 2014). Planning guidelines from the American
College of Emergency Physicians (“ACEP") recommend 1,500 patients per emergency treatment room
per year. At this level, SRMC operated at or above 100% capacity for the last three years. Due to
facility constraints at the main campus, additional ED expansion into adjacent space is not practical. Off-
site expansion at Sumner Station is a logical alternative.

Specific needs include:

e Better meet community demand for emergency services — Population based ED use rate
analyses in the service area indicate an increasing demand for emergency room services over
the next five years. Based on the ACEP standard of 1,500 visits per emergency treatment room
per year, projected incremental volumes in the service area are sufficient to support 10
emergency treatment rooms at 100% utilization or 14 emergency treatment rooms at 70%
utilization. These treatment room projections would not take any patients away from existing
providers and do not consider in-migration from the surrounding counties.

e Reduce high utilization of existing ED treatment rooms — SRMC has a very active emergency
service today, with utilization often exceeding 100%. By the nature of the facility layout, SRMC
is unable to expand ED services at the main hospital. This proposed satellite ED location will
better distribute vital resources throughout the service area.

' Four rooms are proposed in Year 1, adding a fifth room in Year 2 as the demand for services
increases.

Certificate of Need Application August 2015
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o Improve patient flow and operational efficiency — By adding ED capacity to the healthcare
delivery system, this satellite ED project will help improve patient treatment times for Sumner
County residents whether they seek care locally or now travel to SRMC's main campus.

e Improve quality of care — With emergency services, every minute counts. SRMC and its
emergency services team members seek to bring their experience and expertise closer to the
patient in order to improve the patient experience and outcomes.

¢ Meet the needs of an aging population — Between 2015 and 2020, the Sumner County 65 and
older population is projected to increase by 22.3%. This is much higher than the statewide
growth projection of 15.4%, and indicates a likely increase in demand for emergency services.

Regardless of the incremental need detailed above, SRMC has based its need projections exclusively on
the redirection of its own existing patients from the highly utilized SRMC main campus to the proposed
Sumner Station satellite ED facility. Through this patient redirection, SRMC can achieve its projected
patient volumes based on its own existing patients, with little or no adverse impact on existing providers.

ProJecT CosT, The total estimated cost of the proposed project is $5,603,276. Project costs include
$2,940,000 for renovations of 10,210 square feet of space. Renovation cost per square foot is $288.
The cost per square foot is reasonable when compared to other Tennessee projects and is discussed
later in the application.

Funping: SRMC will receive funding for the project by a capital contribution from the applicant’s parent,
LifePoint Hospitals.

FINANCIAL FEASIBILITY. SRMC expects that construction will be completed and the project will be
operational by July 2017. Projections for Year 1 and Year 2 indicate that the project is financially
feasible. As explained below, this project is being proposed in order to improve access to care and
quality of care without increasing charges to government and third-party payors.

STAFFING: This project will be staffed with the assistance of the 4.2 existing board-certified emergency
medicine physicians now providing services at SRMC. This project will result in 41.9 FTEs in total staff.
SRMC's salaries and wages are competitive with the market area. SRMC has a history of successfully
recruiting and retaining professional and administrative staff.

Certificate of Need Application August 2015
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L. Provide a detailed narrative of the project by addressing the following items as they relate to the

proposal.

Describe the construction, modification and/or renovation of the facility (exclusive of major
medical equipment covered by T.CA. § 68-11-1601 et seq.) including square footage,
major operational areas, room configuration, etc. Applicants with hospital projects
(construction cost in excess of $5 million) and other facility projects (construction cost in
excess of $2 million) should complete the Square Footage and Cost per Square Footage
Chart. Utilizing the attached Chart, applicants with hospital projects should complete Parts
A.-E. by identifying as applicable nursing units, ancillary areas, and support areas affected
by this project. Provide the location of the unit/service within the existing facility along with
current square footage, where, if any, the unit/service will relocate temporarily during
construction and renovation, and then the location of the unit/service with proposed square
footage. The total cost per square foot should provide a breakout between new
construction and renovation cost per square foot. Other facility projects need only complete
Parts B.-E. Please also discuss and justify the cost per square foot for this project.

If the project involves none of the above, describe the development of the proposal.

RESPONSE: This project involves renovation of 10,210 square feet of existing shelled space
at the Sumner Station outpatient facility. Four emergency department treatment rooms will
be created and used in year one of the project, with shelled space for a fifth room, to be
opened in year two of the project as the demand for services increases.

The total estimated cost of the proposed project is $5,603,276. Project costs include
$2,940,000 for the renovation of 10,210 square feet of existing space. Renovation cost per
square foot is $288. The cost per square foot is reasonable when compared to other
Tennessee projects and is discussed later in the application.

No temporary relocation is required.

Identify the number and type of beds increased, decreased, converted, relocated,
designated, and/or redistributed by this application. Describe the reasons for change in bed
allocations and describe the impact the bed change will have on the existing services.

ResPONSE: Not applicable. The proposed project does not affect the total bed complement
at the hospital.

Certificate of Need Application August 2015
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C. As the applicant, describe your need to provide the following health care services (if
applicable to this application):

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

19. Radiation Therapy/Linear Accelerator

20. Rehabilitation Services

21. Swing Beds

CONOITRWON =

RESPONSE: Not applicable. SRMC is not requesting new services or additional pieces of
major medical equipment.

D. Describe the need to change location or replace an existing facility.

RESPONSE: This project involves the expansion of SRMC's existing emergency department
services to a second location in Gallatin, Sumner County. It is expected to serve patients
primarily from Sumner County.

SRMC added 3 treatment rooms in 2014. Renovating and enlarging the existing emergency
department at Sumner Regional Medical Center is not a viable option. The emergency
department at SRMC is located in a basement area, and due to the facility layout, is unable
to expand further. To attempt to do so would be cost prohibitive. As SRMC's campus has
become increasingly crowded, the hospital has been actively pursuing a strategy of moving
outpatient services into other areas of the surrounding communities, specifically at Sumner
Station. This is evidenced generally by the development of outpatient diagnostic services.

Emergency services are an essential hospital responsibility to the community. This proposal
will enhance SRMC's current service line by expanding emergency department capacity off
the main hospital campus. This will accomplish two important goals. First, it will
decompress services already limited by space constraints in downtown Gallatin. Second, it
will bring services closer to the communities where SRMC's patients now work and reside.
This is vitally important for emergency services where every minute counts.

With regard to this particular project, SRMC already owns the shelled space for the
proposed emergency department at its Sumner Station outpatient facility. This will allow the
project to be completed exclusively in renovated space, a much more cost efficient option
than new construction. Additionally, Sumner Station already operates a full service imaging
center that will be utilized by the proposed emergency department, saving millions of dollars
in duplicate equipment and construction costs.
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Thus, this project addresses the site deficiency at SRMC's existing in-town campus and
does so in a cost-effective approach by leveraging existing imaging services in Gallatin.

E. Describe the acquisition of any item of major medical equipment (as defined by the Agency
Rules and the Statute) which exceeds a cost of $1.5 million; and/or is a magnetic resonance
imaging (MRI) scanner, positron emission tomography (PET) scanner, extracorporeal
lithotripter and/or linear accelerator by responding to the following:

1. For fixed-site major medical equipment (not replacing existing equipment):

a. Describe the new equipment, including:
1. Total cost; (As defined by Agency Rule).
2. Expected useful life;
3. List of clinical applications to be provided; and
4. Documentation of FDA approval.

b. Provide current and proposed schedules of operations.

RESPONSE: Not applicable, as SRMC is not proposing to acquire any single piece of major
medical equipment that exceeds $1.5 million or is a MRI, PET, extracorporeal lithotripter or
linear accelerator.

2. For mobile major medical equipment:

a. List all sites that will be served,;

b. Provide current and/or proposed schedule of operations;
c. Provide the lease or contract cost.

d. Provide the fair market value of the equipment; and

e. List the owner for the equipment.

RESPONSE: Not applicable. No major mobile equipment is proposed.
3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.). In the case of
equipment purchase include a quote and/or proposal from an equipment vendor, or in the

case of an equipment lease provide a draft lease or contract that at least includes the
term of the lease and the anticipated lease payments.

RESPONSE: Not applicable. No major equipment is proposed.
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(A) Attach a copy of the plot plan of the site on an 8 1/2” x 11" sheet of white paper which must

include:

1. Size of site (in acres);

2. Location of structure on the site; and

3. Location of the proposed construction.

4. Names of streets, roads or highway that cross or border the site.

Please note that the drawings do not need to be drawn to scale. Plot plans are
required for all projects.

RESPONSE: Please see Attachment B, IIl.(A) (Tab 7) that depicts the 24.57-acre site.

(B) 1. Describe the relationship of the site to public transportation routes, if any, and to any

highway or major road developments in the area. Describe the accessibility of the
proposed site to patients/clients.

RESPONSE: Sumner Station is located on Big Station Camp Boulevard, between Long
Hollow Pike and the Vietnam Veterans Bypass. There is not direct bus service to the
facility, but Sumner Station is easily accessible by car. Additionally, Mid-Cumberland
Human Resources Agency RTS Public Transit serves the area.

Please see Attachment B, lll.(B).1 (Tab 8) for a map depicting the service area and the
thoroughfares that connect local residents to the proposed site. Also included is a drive-
time study map that details the patient origin of SRMC's actual 2014 ED patients, color
coded by the shortest travel time to receive service (Main campus ED versus the proposed
Sumner Station satellite ED). As depicted on the map, the Sumner Station satellite ED will
greatly improve access for many of SRMC's existing patients residing in the proposed
service area.

Attach a floor plan drawing for the facility which includes legible labeling of patient care rooms
(noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 1/2" x 11" sheet of
white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and need not
be drawn to scale.

RESPONSE: Please see Attachment B, IV (Tab 9) for the floor plan schematics.

For a Home Health Agency or Hospice, identify:

1. Existing service area by County;

2. Proposed service area by County;
3. A parent or primary service provider;
4. Existing branches; and

5. Proposed branches.

ResPONSE: Not applicable. The project does not involve a Home Health Agency or Hospice.
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of Need shall be granted
unless the action proposed in the application for such Certificate is necessary to provide needed health
care in the area to be served, can be economically accomplished and maintained, and will contribute to
the orderly development of health care.” The three (3) criteria are further defined in Agency Rule 0720-4-
.01. Further standards for guidance are provided in the state health plan (Guidelines for Growth),
developed pursuant to Tennessee Code Annotated §68-11-1625.

The following questions are listed according to the three (3) criteria: () Need, (I) Economic Feasibility,
and (lIl) Contribution to the Orderly Development of Health Care. Please respond to each question and
provide underlying assumptions, data sources, and methodologies when appropriate. Please type each
question and its response on an 8 1/2" x 11" white paper. Al exhibits and tables must be attached to the
end of the application in correct sequence identifying the question(s) to which they refer. If a question
does not apply to your project, indicate “Not Applicable (NA).”

QUESTIONS
NEED
1. Describe the relationship of this proposal toward the implementation of the State Health Plan and

Tennessee’s Health: Guidelines for Growth.

a. Please provide a response to each criterion and standard in Certificate of Need Categories
that are applicable to the proposed project. Do not provide responses to General Criteria and
Standards (pages 6-9) here.

RESPONSE: One category is applicable to the project and is addressed below.

CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT
OF HEALTH CARE INSTITUTIONS

1. Any project that includes the addition of beds, services, or medical equipment will be
reviewed under the standards for those specific activities.

ReSPONSE: Not applicable. The SRMC Satellite ED project does not include the
addition of beds, services or medical equipment.

2. For relocation or replacement of an existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation and
relocation, demonstrating the strengths and weaknesses of each alternative.

b. The applicant should demonstrate that there is an acceptable existing or
projected future demand for the proposed project.

ResPONSE: Not applicable. The SRMC Satellite ED project does not include the
relocation or replacement of an existing licensed health care institution.

Certificate of Need Application August 2015
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RESPONSE:
indicate that emergency department visits have increased significantly
proposed service area the past five years from 2010 to 2014.

3. For renovation or expansions of an existing licensed health care institution:

The applicant should demonstrate that there is an acceptable existing demand

for the proposed project.

Sumner County — 16,784 visits or 27.2% growth
2 Zip Code Area — 8,535 visits or 20.2% growth

As illustrated below, Tennessee Hospital Association patient origin data

throughout the

Exhibit 1
Sumner County ED Visits
80.000 78,507
75,000
69,768 69,824
70,000 |— T 66607 mmm | -
65,000 =
60,000 - — = =
55,000
50,000 T T T
2010 2011 2012 2013 2014
Source: Tennessee Hospital Association patient origin data

Exhibit 2

Satellite ED Service Area ED Visits

52,000

Certificate of Need Application
Sumner Regional Medical Center

50,727
50,000
48,163 48,129
48,000
46,000 -
44,000
42,000 + —
40,000 - T
2010 2011 2012 2013 2014
Source: Tennessee Hospital Association patient origin data -
Note: Includes two zip codes: 37066 and 37075
August 2015
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This robust growth in emergency department visits is projected to continue the next five
years as well, from 2015 to 2020.

Based upon age cohort ED use rates for 2014, utilization within Sumner County is far
lower than that within the adjacent counties of Davidson, Macon, Robertson, and
Trousdale, as well as for the state of Tennessee overall.

Exhibit 3

ER Visits per 1,000 Population in Sumner County and Surrounding Areas

ER Visits by County and Age Cohort, 2014

Patient County 0-19 2044 45-64 65+ Total
Davidson 73,738 141,062 78,478 42,017 335,295
Macon 2,486 4,306 2,584 1,972 11,348
Robertson 8,098 13,666 8,586 6,021 36,371
Sumner 16,665 31,818 17,024 12,999 78,506
Trousdale 1,149 2,243 1,456 831 5,679
Wilson 9,236 17,481 10,463 8,156 45,336
Total 111,372 210,576 118,591 71,996 512,535
Tennessee 722,107 1,268,019 772,137 655,248 3,317,511
Population by County and Age Cohort, 2014

Patient County 0-19 2044 45-64 65+ Total
Davidson 169,896 265,210 153,876 73,129 662,111
Macon 6,179 6,855 6,298 3,709 23,041
Robertson 19,941 21,908 19,761 9,621 71,231
Sumner 47,036 52,116 48,470 24,955 172,577
Trousdale 2,161 2,433 2,369 1,257 8,220
Wilson 33,350 36,443 36,372 17,773 123,938
Total 278,563 384,965 267,146 130,444 1,061,118
Tennessee 1,732,546| 2,140,276 1,771,822 1,008,646 6,653,290
ER Visits per 1,000 Population by County and Age Cohort, 2014

Patient County 0-19 2044 45-64 65+ Total
Davidson 434.0 531.9 510.0 574.6 506.4
Macon 402.3 628.2 410.3 5631.7 492.5
Robertson 406.1 623.8 434.5 625.8 510.6
Sumner 354.3 610.5 351.2 520.9 454.9
Trousdale 531.7 921.9 614.6 661.1 690.9
Wilson 276.9 479.7 287.7 458.9 365.8
Total 399.8 547.0 4439 551.9 483.0
Tennessee 416.8 592.5 435.8 550.5 498.6

Sources: The Tennessee Center for Business and Economic Research (CBER)
Population Projections; THA MarketlQ Database 2014 data

August 2015
Page 16

Certificate of Need Application
Sumner Regional Medical Center

000017



Applying the age cohort ED use rates for 2014 to the 2020 projected population
suggests that emergency department visits will continue to increase significantly in
Sumner County over the next five years from 2015 to 2020, growing by 6,898 visits or
8.6%.

Applying the Tennessee age cohort ED use rates for 2014 to the 2020 projected
Sumner County population suggests even stronger projected growth — 14,442 additional
visits. This reflects the disparity of current ED use rates within Sumner County
compared to the surrounding counties and the state of Tennessee overall.

Based on a standard of 1,500 visits per emergency treatment room per year from the
American College of Emergency Physicians, this incremental volume alone is sufficient
to support 10 emergency treatment rooms at 100% utilization or 14 emergency
treatment rooms at 70% utilization. These treatment room projections would not take
any patients away from existing providers and do not consider in-migration from the
surrounding counties.

Please see Exhibit 4 below for the analysis detailing the projected growth in ED visits in
Sumner County. ‘
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The proposed two zip code service area represents a high growth area within Sumner
County. As displayed in Exhibit 2, since 2010, ED visits in two zip area have grown by
4.7% per year, from 42,192 ED visits in 2010, to 50,727 visits in 2014. The area has a
2014 population of approximately 108,750° residents, which results in an actual ED use
rate per 1,000 residents of 466.45. This is slightly higher than Sumner County's actual
2014 use rate of 454.9. However, to be conservative, ED visits are projected to
increase from 2015 to 2020 at the same rate as Sumner County overall — 1.7% per year.
As illustrated below, this is an increase of 5,399 visits.

Exhibit 5
2 Zip Code Service Area ED Visit Projections
With Increase From 2014 Baseline

Actual Projected Projected Year 1 Year 2 Year 3 Year 4
2014 2015 2016 2017 2018 2019 2020
50,727 51,589 52,466 53,358 54,265 55,188 56,126

-- 862 1,739 2,631 3,638 4,461 5,399

Based on a standard of 1,500 visits per treatment room per year from the American
College of Emergency Physicians, this volume alone is sufficient to support four
emergency treatment rooms at 100% utilization or six emergency treatment rooms at
70% utilization. These treatment room projections would not take any patients away
from existing providers and do not consider in-migration from surrounding areas such as
other portions of Sumner County.

In summary, depending on assumptions, population growth alone from 2015 to 2020 is
expected to generate demand for an additional five to 14 emergency treatment rooms in
Sumner County, four to six of which are required in the proposed two zip code satellite
ED service area. These are incremental emergency treatment rooms, and thus would
have no effect on the utilization rates of existing providers in the service area.

That said, SRMC's satellite ED need methodology assumptions propose strictly to
redirect its own existing patients from the SRMC main campus to the proposed Sumner
Station satellite ED facility, with absolutely no impact on outside providers.

SRMC's Redirection Plan

Exhibit 6 below details actual ED visits at the SRMC main campus from 2010 to 2015
(3.6%), as well as projected visits through 2020 based on historical annual ED growth
experienced at SRMC of roughly 3.5%". The analysis projects growth at the SRMC
main campus before any patient redirection to the proposed Sumner Station satellite ED
facility, and does so on a calendar year basis”. Additionally, the analysis depicts
utilization rates both at the ACEP standard of 1,500 visits per emergency treatment
room per year, as well as the more conservative 1,800 visits per emergency treatment
room per year, the level often used as an internal efficiency benchmark by SRMC.

? Nielsen Claritas, Inc.

*This level of growth (3.5%) is consistent with the Sumner County annual growth rate experienced in
Exhibit 4 when the State of Tennessee visits/1,000 use rates are applied (3.4%).

“As Year 1 of the project begins in July 2017, and Year 2 begins in July 2018, at the conclusion of the
analysis an adjustment is made to the projections to account for this shift in project timing.
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Exhibit 6
SRMC Main Campus ED Visits Before Any Patient Redirection to Sumner Station

Total SRMC Main Campus ED Visits
Actual Projected (Before Redirection)
2010 2011 2012 2013| 2014| *2015 2016 2017 2018 2019 2020
Rooms 23 23 23 23 26 26 26 26 26 26 26
ED Visits 31,781| 35,453| 37,404| 38,406| 37,147 37,838] 39,162| 40,533| 41,952| 43,420| 44,940
Annual % Growth 3.55% 3.50%
Visits/Room 1,382 1,541 1,626/ 1,670| 1,429 1,455 1,506] 1,559| 1,614 1,670 1,728
Utilization @ 1,500 | 92.1%102.8% | 108.4%| 111.3%| 95.2%| 97.0%] 100.4%]| 103.9%| 107.6%] 111.3%] 115.2%
Utilization @ 1,800 | 76.8%| 85.6%| 90.3%| 92.8%| 79.4%| 80.9%| 83.7%]| 86.6%| 89.6%| 92.8%| 96.0%
* Annualized through June
Source: Internal Data
Exhibit 7 below details actual ED visits at the SRMC main campus originating from the
two service area zip codes (37066, and 37075) from 2010 to 2015. Since 2010, the two
zip area has experienced an annual growth rate of 6.33%. However, to be conservative
the analysis projects the zip code service area growth at 3.5% annually through 2020,
the same growth rate experienced hospital-wide as in Exhibit 6 above.
Exhibit 7
SRMC 2-Zip code Service Area ED Visit Projections
SRMC 2-Zip Code Service Area ED Visits
Actual Projected
Zip Code 2010/ 2011] 2012| 2013] 2014| *2015 2016] 2017| 2018] 2019] 2020
37066 15,366/ 17.369| 18,628] 18,969| 20,293 21,003} 21,738| 22,499| 23,286| 24,101 24,945
37075 928| 1,036 1,058] 1,109] 1,105 1,144} 1,184 1,225| 1,268] 1,313] 1,359
Total 16,294| 18,405| 19,686| 20,078| 21,398 22,147] 22,922| 23,724| 24,555| 25,414| 26,304
Annual % Growth 6.33% 3.50%

* Annualized though June

Source: Internal Data

Exhibit 8 then takes the zip code level volumes projected for 2016 through 2020 in
Exhibit 7 above, and applies a "redirection percentage", by zip code, to determine the
number of visits that SRMC expects to redirect from its main campus to the Sumner
Station satellite ED. For zip code 37066, the applicant assumes that it will redirect 20%
of its existing visits. For zip code, 37075, SRMC assumes that it will redirect 75% of its

existing

visits.

SRMC believes that these redirection percentages will be achieved by offering local
residents the same level and quality of ED services they now receive, but closer to
home and in newer facilities. In some cases, existing SRMC ED patients are now by-
passing Sumner Station to receive treatment at the main campus.

The applicant then applied a 5% in-migration factor to the results to account for patients
from outside of the service area coming to the facility for care. These steps resulted in
the expected total number of visits at Sumner Station. In CY2017, this amounted to
5,690 visits, growing to 6,308 visits by 2020
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Exhibit 8

ED Visits Redirected from SRMC's Main Campus to the Satellite ED Facility

Source: Internal Data

2017-2020
SRMC 2-Zip Code Service Area ED Visits Redirection Visits Redirected to Sumner Station Satellite ED
Projected Percentage Projected
Zip Code 2016 2017 2018 2019 2020| 2016 2017 2018 2019 2020
37066 21,738] 22,499| 23,286] 24,101| 24,945| 20% 4,348 4,500 4,657 4,820 4,989
37075 1,184 1,225 1,268 1,313 1,359] 75% 888 919 951 985 1,019
Total 22,922| 23,724| 24,555| 25,414| 26,304 5,236 5,419 5,609 5,805 6,008|
In-Migration (6%) 271 280 290 300
Total Visits at
Sumner Station 5,690 5,889 6,095 6,308

Exhibit 9 below depicts 1) these projected redirected visits to Sumner Station, 2) the
resulting effect on the SRMC main campus after this patient redirection, and 3) the
results of SRMC's combined ED services volumes at both the main campus, and at
Sumner Station. Again, utilization metrics are included for both the ACEP standard of
1,500 visits per emergency treatment room, per year, as well as the more conservative
1,800 visits per emergency treatment room, per year.

Exhibit 9
Projected ED Visits at Sumner Station, Main Campus, and Combined
2017-2020

Sumner Station ED Visits |

2017 2018 2019 2020|

Rooms 4 5 5 5
ED Visits 5,690 5,889 6,095 6,308
Visits/Room 1,422 1,178 1,219 1,262
Utilization @ 1,500 94.8% 78.5% 81.3% 84.1%
Utilization @ 1,800 79.0% 65.4% 67.7% 70.1%
SRMC Main Campus ED Visits (After Redirection) |
2017 2018 2019 2020|

Rooms 26 26 26 26
ED Visits 34,843 36,063 37,325 38,631
Visits/Room 1,340 1,387 1,436 1,486
Utilization @ 1,500 89.3% 92.5% 95.7% 99.1%
Utilization_@ 1,800 74.5% 77.1% 79.8% 82.5%
Total SRMC ED Visits, Main Campus and Sumner Station

2017 2018 2019 2020

Rooms 30 31 31 31
ED Visits 40,533 41,952 43,420 44,940
Visits/Room 1,351 1,353 1,401 1,450
Utilization @ 1,500 90.1% 90.2% 93.4% 96.6%
Utilization @ 1,800 75.1% 75.2% 77.8% 80.5%

Source: Internal Data

As shown above, even at the higher utilization standard of 1,800 visits per treatment
room, Sumner Station is expected to reach 70% utilization by 2020. Similarly, it is
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expected that SRMC's combined ED services will remain well over 70% utilization,
exceeding 80% by 2020.

Exhibit 10 below shifts the projections to match the project timeline, with ED services at
Sumner Station commencing in July 2017.

Exhibit 10
Projected ED Visits at Sumner Station, Main Campus, and Combined
2017-2020
Sumner Station ED Visits

Year 1 Year 2
7/2017 - 6/2018 7/2018 - 6/2019
Rooms 4 5
ED Visits 5,789| 5,992
Visits/Room 1,447 1,198
Utilization @ 1,500 96.5% 79.9%
Utilization @ 1,800 80.4% 66.6%

SRMC Main Campus ED Visits (After Redirection)

Year 1 Year 2

7/2017 - 6/2018 7/2018 - 6/2019

Rooms 26 26
ED Visits 35,453 36,694
Visits/Room 1,364 1,411
Utilization @ 1,500 90.9% 94. 1%
Utilization @ 1,800 75.8% 78.4%

Total SRMC ED Visits, Main Campus and Sumner Station

Year 1| Year 2
712017 - 6/2018| 712018 - 6/2019
Rooms 30| 31
ED Visits 41,242 42,686
Visits/Room 1,375 1,377
Utilization @ 1,500 91.6% 91.8%
Utilization @ 1,800 76.4% 76.5%
Source: Internal Data
b. The applicant should demonstrate that the existing physical plant's condition

warrants major renovation or expansion.

REsPONSE: Three treatment rooms were added in 2014. Renovating and enlarging the
existing emergency department at Sumner Regional Medical Center any further is not a
viable option. The emergency department at SRMC is located in a basement area, and
due to the facility layout, is unable to expand. To attempt to do so would be cost
prohibitive. As SRMC's campus has become increasingly crowded, the hospital has
been actively pursuing a strategy of moving outpatient services into other areas of the
surrounding communities, specifically at Sumner Station. This is evidenced generally by
the development of outpatient diagnostic services and cancer services.

Emergency services are an essential hospital responsibility to the community. This
proposal will enhance SRMC's current service line by expanding emergency department
capacity off the main hospital campus. This will accomplish two important goals. First, it
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will decompress services already limited by space constraints in downtown Gallatin.
Second, it will bring services closer to the communities where SRMC's patients now
work and reside. This is vitally important for emergency services where every minute
counts.

With regard to this particular project, SRMC already owns the shelled space for the
proposed emergency department, its Sumner Station outpatient facility. This will allow
the project to be completed exclusively in renovated space, a much more cost efficient
option than new construction. Additionally, Sumner Station already operates a full
service imaging center that will be utilized by the proposed emergency department, thus
saving millions of dollars in duplicate equipment and construction costs.

Thus, this project addresses the site deficiency at SRMC's existing in-town campus and
does so in a cost-effective approach by leveraging existing imaging services in Gallatin.

b. Applications that include a Change of Site for a health care institution, provide a response to
General Criterion and Standards (4)(a-c)

RESPONSE: Not applicable. This project does not include a change of site for a health care
institution but rather a second, satellite location.

2. Describe the relationship of this project to the applicant facility’s long-range development plans, if
any.

RESPONSE: Sumner Regional Medical Center (SRMC) has been providing quality health care to
Gallatin, Hendersonville and the surrounding areas for more than 50 years. Routine facility
planning and refurbishment is a necessary part of maintaining quality hospital services. This is
especially critical in such key service lines as emergency care.

SRMC's long-range plan includes the intention to maintain and upgrade services and technology to
meet community expectations for modern health care. The proposed Sateliite ED brings
convenient, accessible healthcare services to the local community so patients can receive
healthcare closer to where they live and work.

This project is part of SRMC's increased emphasis on delivering care in the most appropriate
outpatient setting possible, as close to the patient and community as possible. Innovations in care
delivery and reimbursement continue to favor outpatient settings over traditional inpatient-based
settings.

3. Identify the proposed service area and justify the reasonableness of that proposed area. Submit a
county level map including the State of Tennessee clearly marked to reflect the service area.
Please submit the map on 8 1/2” x 11” sheet of white paper marked only with ink detectable
by a standard photocopier (i.e., no highlighters, pencils, etc.).

RESPONSE: Based on historical patient origin data, SRMC's service area for this Satellite ED project
is one county — Sumner.

As reported in the hospital's FY2014 patient origin data, this one county area represented 76.0% of
SRMC's total 36,733 inpatient discharges.

Similar patient origin referral patterns exist for emergency services as well, according to Tennessee
Hospital Association patient origin data.
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Exhibit 11
Sumner County Emergency Department Visits
Total and Sumner Regional Medical Center

2012 2013 2014

All Sumner Co
All ED Patients, All Hospitals1 69,768 | 69,824 | 78,507

Sumner Co Only at SRMC 32,286 | 32,763 | 31,360
SRMC Total (Tennessee) 36,645 | 37,296 | 36,189
Pct Sumner Co at SRMC 88.1% 87.8% | 86.7%

Source: Tennessee Hospital Association patient origin data
'"Total Sumner County resident ED visits at all Tennessee hospitals

Based on these historical patient origin data and refined further by area driving distances/times, the
proposed service area is defined by a subset of zip codes. SRMC's service area for this Satellite
ED project is comprised of two zip codes, both of which are located in Sumner County - 37066 and
37075. In 2014 and 2015, approximately 60% of SRMC's ED visits originated from this two zip
code area.

Accounting for patient in-migration, approximately 5% of patients served are expected to reside
outside the two zip codes identified.

Please see Attachment C, Need — 3 (Tab 10) for a county and zip code map related to the service
area.
4. A. Describe the demographics of the population to be served by this proposal.

RESPONSE: SRMC's Satellite ED service area is comprised of two zip codes within Sumner
County - 37066 and 37075.

Please see Exhibit 12, which illustrates the projected demographic changes in Sumner County and
the State of Tennessee between 2015 and 2020.
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EXHIBIT 12
SERVICE AREA DEMOGRAPHIC ANALYSIS

Demographic Data Sumner County| State of TN Total
Total Population - 2015 175,054 6,649,438
Total Population - 2020 188,871 6,956,764
Total Population % Change 7.9% 4.6%
65+ Pop. - 2015 26,272 1,012,937
65+ Pop. - 2020 32,131 1,168,507
65+ Population % Change 22.3% 15.4%
65+ Population % of Total Population - 2015 15.0% 15.2%
Median Age' 39.3 38.6
Median Household Income? $55,509 $44,298
TennCare Enrollees 28,161 1,422,145
TennCare Enrollees as % of Total Population 16.1% 21.4%
Persons Below Powerty Level 18,206 1,170,301
% of Total Population below Poverty Level? 10.4% 17.6%
2014 data

22009-2013 data
Source: Tennessee Department of Health (UT CBER Data), and US Census

Between 2015 and 2020, the population of Sumner County is projected to increase by 7.9%, or by
13,817 residents. This represents an annual growth rate of 1.5% and is greater than the projected
growth rate of the state within that same five-year period, which is 0.9% annually, or 4.6% total
growth.

The anticipated growth in the 65 and older population within the service area is much greater;
nearly three times that of the total growth. Between 2015 and 2020, projections indicate that the
senior population will increase 22.3%, or by 5,859 residents. For Tennessee, projections are that
the total five-year growth within this age cohort will be 15.4%. Because seniors are among the
highest users of healthcare services, such an explosive growth rate foretells the need for SRMC to
anticipate increasing demand for services as result of this growth as well as that of the general
population.

B. Describe the special needs of the service area population, including health disparities, the
accessibility to consumers, particularly the elderly, women, racial and ethnic minorities, and low-
income groups. Document how the business plans of the facility will take into consideration the
special needs of the service area population.

RESPONSE: SRMC has a history of providing high quality healthcare that is accessible to all
segments of the community. It provides services without regard to gender, race, socio-economic
status, or ability to pay, and participates in the Medicare and TennCare programs.

In 2015, the 65 and older population will account for 15.0% of the total population in the service
area. As a major demographic subgroup of SRMC's patient base, seniors will continue to expect
the same level of service while becoming an increasingly larger segment of the total service area
population, with 2020 projections placing the 65 and older population at 17.0% of the total service
area population.
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5. Describe the existing or certified services, including approved but unimplemented CONs, of similar
institutions in the service area. Include utilization and/or occupancy trends for each of the most
recent three years of data available for this type of project. Be certain to list each institution and its
utilization and/or occupancy individually. Inpatient bed projects must include the following data:
admissions or discharges, patient days, and occupancy. Other projects should use the most
appropriate measures, e.g., cases, procedures, visits, admissions, etc.

RESPONSE: Five hospitals treat 90.0% of the Sumner County ED visits according to Tennessee
Hospital Association 2014 patient origin data.

Exhibit 13
Top Hospitals Serving Sumner County ED Patients
2012 2013 2014
Facility Visits %| Visits %| Visits %
Sumner Reg Med Cntr 32,286| 46.3%| 32,763| 46.9%| 31,360| 39.9%
TriStar Hendersonville Med Cntr 22,095 31.7%| 22,208( 31.8%| 22,765| 29.0%
TriStar Portland Med Cntr 0.0% 0.0%| 9,266 11.8%
Vanderbilt Univ Hosps 4,375| 6.3%| 4,257 6.1%| 4,081 52%
TriStar Skyline Med Cntr 2,975 4.3%| 2,827| 4.0%| 3,157| 4.0%

Source: Tennessee Hospital Association Market 1Q Data

According to 2013 JAR data, these same five hospitals treated almost 244,000 ED patients in 2013,
or 17,728 more than in 2011. Since ED treatment rooms are not reported on the JAR, utilization by
room cannot be calculated. However, average annual growth of 3.8% suggests strong demand for
ED services.

Exhibit 14
ED Utilization Trends Among Top Hospitals
Annual
2011 2012 2013 Growth
Sumner Regional Medical Center 35,453 37,404 38,417 4.1%
Vanderbilt University Hospital 109,987 | 114,051 | 119,225 4.1%
TriStar Hendersonville Med Center 30,052 32,039 31,729 2.8%
TriStar Portland Med Center - - - -
TriStar Skyline Med Center 50,749 54,742 54,598 3.7%
Total 226,241 | 238,236 | 243,969 3.8%

Source: Joint Annual Reports for Hospitals

6. Provide applicable utilization and/or occupancy statistics for your institution for each of the past three
(3) years and the projected annual utilization for each of the two (2) years following completion of the
project. Additionally, provide the details regarding the methodology used to project utilization. The
methodology must include detailed calculations or documentation from referral sources, and
identification of all assumptions.

RESPONSE: As indicated below, SRMC serves approximately 38,000 emergency department
patients annually with 26 treatment rooms. Planning guidelines from the American College of
Emergency Physicians (‘ACEP”) recommend 1,500 patients per treatment room per year. At this
level, SRMC operated at or above 100% capacity for the last three years.

August 2015
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Detailed projections for both the main hospital and Satellite ED were presented previously in the
need section. As discussed previously, SRMC has based its need projections exclusively on the
redirection of its own existing patients from the highly utilized SRMC main campus to the proposed
Sumner Station satellite ED. Through this patient redirection, SRMC can achieve its projected
patient volumes based on its own existing patients, with little or no adverse impact on existing
providers.

Projected SRMC ED volumes are presented below.

Exhibit 15
SRMC ED Visit Projections

Sumner Station ED Visits

Year 1 Year 2

7/2017 - 6/2018 7/2018 - 6/2019

Rooms 4 5
ED Visits 5,789 5,992
Visits/Room 1,447 1,198
Utilization @ 1,500 96.5% 79.9%
Utilization @ 1,800 80.4% 66.6%

SRMC Main Campus ED Visits (After Redirection)

Year 1| Year 2

7/2017 - 6/2018] 7/2018 - 6/2019

Rooms 26 26
ED Visits 35,453] 36,694
Visits/Room 1,364 1,411
Utilization @ 1,500 90.9% 94.1%
Utilization_@ 1,800 75.8% 78.4%

Total SRMC ED Visits, Main Campus and Sumner Station

Year 1 Year 2

7/2017 - 6/2018 7/2018 - 6/2019

Rooms 30 31
ED Visits 41,242 42,686
Visits/Room 1,375 1,377
Utilization @ 1,500 91.6% 91.8%
Utilization @ 1,800 76.4% 76.5%

In conclusion, the Satellite ED can be expected to achieve 66.6% utilization by its second year of
operation using 1,800 visits per room per year. The SRMC EDs combined will remain at
approximately 76.5% utilization in years 1 and 2 of the project at 1,800 visits per room per year.
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ECONOMIC FEASIBILITY

1.

Provide the cost of the project by completing the Project Costs Chart on the following page. Justify

the cost of the project.

All projects should have a project cost of at least $3,000 on Line F. (Minimum CON Filing Fee).
CON filing fee should be calculated from Line D. (See Application Instructions for Filing Fee)
The cost of any lease (building, land and/or equipment) should be based on fair market value
or the total amount of the lease payments over the initial term of the lease, whichever is
greater. NOTE: This applies to all equipment leases including by procedure or “per click”
arrangements. The methodology used to determine the total lease cost for a “per click”
arrangement must include, at a minimum, the projected procedures, the “per click” rate and the
term of the lease.

The cost for fixed and moveable equipment includes, but is not necessarily limited to,
maintenance agreements covering the expected useful life of the equipment; federal, state,
and local taxes and other government assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall shielding, which should be included under
construction costs or incorporated in a facility lease.

For projects that include new construction, modification, and/or renovation; documentation

must be provided from a contractor and/or architect that support the estimated construction

costs.

ReEsPONSE: The CON filing fee is calculated at a rate of $2.25 per $1,000 of project costs as
reported on Line D.

Moveable equipment in Line A.8, over $50,000, include:

e Portable Radiographic Equipment

¢ Diagnostic Ultrasound

e Chemistry Analyzer

* Coagulation Analyzer

e Central Monitor for the nursing station

This project involves the renovation of existing shell space. Please see Attachment C, Economic
Feasibility — 1 (Tab 11) for a letter supporting the construction costs.
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Certificate o
Sumner Reg

PROJECT COSTS CHART

A. Construction and equipment acquired by purchase:

. Architectural and Engineering Fees
2. Legal, Administrative (Excluding CON Filing Fee),
Consultant Fees
"3.  Acquisition of Site
"4,  Preparation of Site
6. Construction Costs
B. Contingency Fund (Ow ner’s Contingency)
g Fixed Equipment (Not included in Construction Contract)
'8.  Moweable Equipment
0.  Other
B. Acquisition by gift, donation, or lease:
i Facitity (inclusive of building and land)
2. Building only
3. Land only
4. Equipment (Specify)
5, Other (Specify)
C. Financing Costs and Fees:
".  Interim Financing
2. Underwriting Costs
3. Resene for One Year's Debt Senice
4.  Other (Specify)
D. Estimated Project Cost
(A+B+C)
E. CON Filing Fee
F. Total Estimated Project Cost
(D+E)
TOTAL

000030

$352,800

$100,000

$2,940,000

$294,000

$1,227,697

$676,200

$5,590,697

$12,579

$5,603,276

$5,603,276 August 2015
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Identify the funding sources for this project.

Please check the applicable item(s) below and briefly summarize how the project will be financed.
(Documentation for the type of funding MUST be inserted at the end of the application, in
the correct alpha/numeric order and identified as Attachment C, Economic Feasibility-2.)

A. Commercial loan--Letter from lending institution or guarantor stating favorable initial
contact, proposed loan amount, expected interest rates, anticipated term of the loan, and any
restrictions or conditions;

B. Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing authority
stating favorable initial contact and a conditional agreement from an underwriter or investment
banker to proceed with the issuance;

C. General obligation bonds—Copy of resolution from issuing authority or minutes from the
appropriate meeting.

D. Grants--Notification of intent form for grant application or notice of grant award; or
X E. Cash Reserves (See Letter - Tab 12)

F. Other—Identify and document funding from all other sources.

Discuss and document the reasonableness of the proposed project costs. If applicable, compare the
cost per square foot of construction to similar projects recently approved by the Health Services and
Development Agency.

RESPONSE: At an average renovation cost of $288 per square foot, this project is comparable to
other recently approved Tennessee CON projects. Exhibit 16, below, lists the average hospital
renovation cost per square foot for all CON-approved applications for years 2012 through 2014.

ExHIBIT 16
HosPITAL CONSTRUCTION COST PER SQUARE FOOT
APPROVED PROJECTS, 2012 - 2014

Renovated New Total
Construction| Construction | Construction
1st Quartile $110.98/sq ft [ $224.09/sq ft $156.78/sq ft
Median $192.46/sq ft [ $259.66/sq ft $227.88/sq ft
3rd Quartile $297.82/sq ft | $296.52/sq ft $298.66/sq ft

Source: Tennessee HSDA
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4. Complete Historical and Projected Data Charts on the following two pages--Do_not modify the
Charts _provided or submit Chart substitutions! Historical Data Chart represents revenue and
expense information for the last three (3) years for which complete data is available for the institution.
Projected Data Chart requests information for the two (2) years following the completion of this
proposal. Projected Data Chart should reflect revenue and expense projections for the Proposal
Only (i.e., if the application is for additional beds, include anticipated revenue from the proposed beds
only, not from all beds in the facility).

RESPONSE: Please refer to the completed charts on the four following pages. Historical data are
provided for the entire hospital. Projected data are provided for the satellite ED only.

5. Please identify the project's average gross charge, average deduction from operating revenue, and
average net charge.

RESPONSE: Based on Year 2 projections, the average gross patient charge per emergency
department visit is $2,727. The average deduction from gross patient charges, based on contractual
allowances and allowances for charity care and bad debt, is approximately 75%, resulting in average
net revenue per visit of approximately $684.

Certificate of Need Application August 2015
Sumner Regional Medical Center Page 31

000032



Give information for the last three (3) years for which complete data are available for the facility

HISTORICAL DATA CHART

or agency. The fiscal year begins in January.

Utilization Data (Adjusted Admissions)

Revenue from Services to Patients

1.

2.

Inpatient Senvices
Outpatient Senvices
Emergency Senices

Other Operating Revenue (Specify) - Misc.

Gross Operating Revenue

Deductions from Gross Operating Revenue

1.

2.

3.

Contractual Adjustments
Provision for Charity Care
Provisions for Bad Debt

Total Deductions

NET OPERATING REVENUE

D.

Operating Expenses

1.

2.

Salaries and Wages

Physician's Salaries and Wages
Supplies

Taxes

Depreciation

Rent

Certificate of Need Application
Sumner Regional Medical Center

2012 2013 2014

15,146 15,967 16,319
$175,898,192 $216,941,678 $264,589,929
171,489,000 188,307,150 167,201,017
78,129,348 102,802,172 136,365,556
2,186,000 3,093,196 4,398,101

$427,702,540

$511,144,196

$562,554,603

$288,553,000

$353,807,000

$409,226,538

8,372,000

9,247,000

7,251,498

18,874,000

24,814,000

22,524,972

$315,799,000

$387,868,000

$439,003,008

$111,903,540 $123,276,196 $123,551,595
$50,953,000 $54,846,000 $57,493,341
17,051,000 17,517,000 18,183,000
6,852,000 9,743,000 7,288,125
9,691,000 8,601,000 8,547,000
521,000 1,242,334 1,306,000

August 2015
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7.  Interest, other than Capital
8. Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates
9.  Other Expenses (Specify)
Total Operating Expenses
E. Other Revenue (Expenses) - Net (Specify)
NET OPERATING INCOME (LOSS)
F. Capital Expenditures
1.  Retirement of Principal
2. Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

Detail of Other Expenses

Professional Fees

Contract Services

Repairs and Maintenance

Utilities

Insurance

Other Operating Expenses (Marketing, recruiting etc)
Total

Certificate of Need Application
Sumner Regional Medical Center

4,089,000

4,408,000

4,892,000

18,608,000

19,353,000

23,660,011

$107,765,000

$115,610,334

$121,369,477

$4,138,540 $7,665,862 $2,182,118
$0 $0 $0
$4,138,540 $7,665,862 $2,182,118
$2,628,000 $3,510,000 $5,483,120
$5,651,000 $5,791,000 $7,083,207
$3,527,000 $3,890,000 $4,033,034
$2,676,000 $2,743,000 $3,105,280
$886,000 $692,000 $778,370
$3,240,000 $2,727,000 $3,177,000
$18,608,000 $19,353,000 $23,660,011
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PROJECTED DATA CHART

Give us information for the two (2) years following the completion of this proposal. The fiscal year
begins in January. (Numbers reported in thousands)

A.  Utilization Data (Admissions)
B. Rewenue from Senvices to Patients

1. Inpatient Senvices

2. Outpatient Services

3.  Emergency Senvices

4.  Other Operating Revenue (Specify)

Gross Operating Revenue

C. Deductions from Gross Operating Revenue

1. Contractual Adjustments
2.  Provision for Charity Care
3. Provisions for Bad Debt

Total Deductions

NET OPERATING REVENUE

D.

Operating Expenses

1. Salaries and Wages

2. Physician's Salaries and Wages
3.  Supplies

4. Taxes

5.  Depreciation

6. Rent

Certificate of Need Application
Sumner Regional Medical Center
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Year 1 Year 2
7/17-6/18 7/18-6/19
5,789 5,992
$18,224 $19,144
$18,224 $19,144
$12,592 $13,252
$2,187 $2,297
$14,779 $15,549
$3,444 $3,595
$686 $704
$365 $391
631 667
$250 $250
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7. Interest, other than Capital

8. Management Fees:
a. Fees to Affiliates

b. Fees to Non-Affiliates
9.  Other Expenses (See details below)
Total Operating Expenses
E. Other Revenue (Expenses) — Net (Specify)
NET OPERATING INCOME (LOSS)
F. Capital Expenditures
1. Retirement of Principal
2.  Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES

PROJECTED DATA CHART-OTHER EXPENSES

OTHER EXPENSES CATEGORIES

E/R Physician Coverage Subsidy
Information Systems Fees
Repairs & Maintenance

NOOR VN

Total Other Expenses

Certificate of Need Application
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$524 $541
$2,457 $2,652
$988 $1,043
$0 $0
$988 $1,043
Year 1 Year 2
$255 $263
$231 $238
$38 $40
$524 $541
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6.

A. Please provide the current and proposed charge schedules for the proposal. Discuss any
adjustment to current charges that will result from the implementation of the proposal. Additionally,
describe the anticipated revenue from the proposed project and the impact on existing patient
charges.

RESPONSE: SRMC presents the current and projected charges for an emergency department visit
in Exhibit 17. An annual increase of 5% between 2014 and Year 1 of the project is projected.
Afterwards, the hospital assumes that charges will increase by 1.5% annually. As demonstrated in
Exhibit 18, SRMC's emergency department charges compare favorably with other providers in the

service area.

EXHIBIT17
SRMC EMERGENCY DEPARTMENT, HOSPITAL-BASED AND SATELLITE
AVERAGE GROSS CHARGE PER VISIT, CURRENT AND PROJECTED

Current Year 1 Year 2
Gross Charge $2,998 | $3,148 | $3,195
Adjustment $2.419 | $2,553 | $2,595
Net Revenue $579 $595 $600

Source: Internal Data

B. Compare the proposed charges to those of similar facilities in the service area/adjoining service
areas, or to proposed charges of projects recently approved by the Health Services and
Development Agency. [f applicable, compare the proposed charges of the project to the current
Medicare allowable fee schedule by common procedure terminology (CPT) code(s).

REsSPONSE: Comparison charge data for emergency department visits is very limited. To compare
its charges with similar facilities, SRMC relied upon Medicare data from the American Hospital
Directory (AHD) or ahd.com, as a source. SRMC profiled the same five area hospitals serving
Sumner County as presented above, from the AHD database.

Average charges per visit ranged from a low of $776 to a high of $1,443 with SRMC at $1,135.
However, service mix indexes, a measure of patient severity, ranged from a low of 1.93 to a high of
4.64 with SRMC at 3.92. Adjusting the average charge by the service mix index resulted in a range
of charges from a low of $290 to a high of $402 with SRMC as the lowest cost provider at $290.
Please see Exhibit 18, which profiles the emergency department average charge data for the area

hospitals.
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ExHIBIT18

SELECTED HOSPITALS TREATING SUMNER COUNTY PATIENTS
2013 AVERAGE GROSS CHARGE AND AcUITY PER MEDICARE EMERGENCY ROOM VIsSIT
MEDICARE CLAIMS DATA FOR CALENDAR YEAR ENDING 12/31/2013 (FINAL RULE OPPS)

Svc Mix

to 1.00
Sumner Regional Medical Center 4,035 4,047 $1,135 3.92 $289.54
Vanderbilt University Hospital 6,082 6,091 $1,443 464 $310.99
TriStar Hendersonville Med Center 5,404 5,822 $776 1.93 $402.07
TriStar Skyline Med Center 7,818 8,166 $839 2.25 $372.89
TriStar Portland Med Center* - - - - -

*Began emergency services in 2014
Source: American Hospital Directory, ahd.com

Discuss how projected utilization rates will be sufficient to maintain cost-effectiveness.

RESPONSE: SRMC is already financially feasible. Emergency services are an essential hospital
responsibility to the community. This proposal will enhance SRMC's current service line by
expanding emergency department capacity off the main hospital campus. This will accomplish two
important goals. First, it will decompress services already limited by space constraints in
downtown Gallatin. Second, it will bring services closer to the communities where SRMC'’s patients
now work and reside. This is vitally important for emergency services where ever minute counts.
As indicated in the Projected Data Chart, projected utilization will be sufficient to continue to allow
SRMC to operate efficiently and effectively. As this project is based strictly on the redirection of a
portion of SRMC's existing ED patients from the main hospital campus to the satellite location, it
will result in a corresponding "loss" of revenues at the main hospital ED in the initial years after the
service is offered. However, this "loss" will be offset by the resulting patient revenues attained at
the satellite location.

Discuss how financial viability will be ensured within two years; and demonstrate the availability of
sufficient cash flow until financial viability is achieved.

RESPONSE: As indicated in the Projected Data Chart, projected cash flow will ensure financial
viability within two years and over the long-term.

Discuss the project’s participation in state and federal revenue programs including a description of
the extent to which Medicare, TennCare/Medicaid, and medically indigent patients will be served by
the project. In addition, report the estimated dollar amount of revenue and percentage of total
project revenue anticipated from each of TennCare, Medicare, or other state and federal sources
for the proposal’s first year of operation.

RESPONSE: SRMC currently participates in both the Medicare and TennCare/Medicaid programs
and has a history of providing care regardless of payor source. Using 2013 Joint Annual Report
data, SRMC had an estimated payor mix (based on gross charges) that was 49.7% Medicare,
13.9% Medicaid/TennCare and 8.7% self pay. Additionally, based on the 2013 JAR, SRMC
provided $9,236,720 in care to charity/medically indigent patients (accounting for 7.1% of net
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10.

11.

patient charges of $129,256,657). During the first year of operation, SRMC's satellite ED payor
mix is anticipated to be 49.7% Medicare and 13.9% Medicaid/TennCare. This amounts to
approximately $7,607,082 in Medicare gross charges in Year 1 and $2,127,534
Medicaid/TennCare gross charges in Year 1. In addition, SRMC proposes to provide $120,000 in
charity care in Year 1.

Provide copies of the balance sheet and income statement from the most recent reporting period of
the institution and the most recent audited financial statements with accompanying notes, if
applicable. For new projects, provide financial information for the corporation, partnership, or
principal parties involved with the project. Copies must be inserted at the end of the application, in
the correct alpha-numeric order and labeled as Attachment C, Economic Feasibility-10.

RESPONSE: Please see Attachment C, Economic Feasibility — 10 (Tabs 13 and 14).

Describe all alternatives to this project which were considered and discuss the advantages and
disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more effective, and/or more efficient
alternative methods of providing the benefits intended by the proposal. If development of
such alternatives is not practicable, the applicant should justify why not; including reasons as
to why they were rejected.

RESPONSE: Although considered, renovating and enlarging the existing emergency
department at Sumner Regional Medical Center is not a viable option. The emergency
department at SRMC is located in a basement area, and due to the facility layout, is unable
to expand. The three treatment rooms added in 2014 represent the area's maximum
capacity. To attempt to expand further would be cost prohibitive. As SRMC's campus has
become increasingly crowded, the hospital has been actively pursuing a strategy of moving
outpatient services into other areas of the surrounding communities, specifically at Sumner
Station. This is evidenced generally by the development of outpatient diagnostic services
and cancer services.

Emergency services are an essential hospital responsibility to the community. This proposal
will enhance SRMC's current service line by expanding emergency department capacity off
the main hospital campus. This will accomplish two important goals. First, it will
decompress services already limited by space constraints in downtown Gallatin. Second, it
will bring services closer to the communities where SRMC's patients now work and reside.
This is vitally important for emergency services where every minute counts.

With regard to this particular project, SRMC already owns the shelled space for the
proposed emergency department, its Sumner Station outpatient facility. This will allow the
project to be completed exclusively in renovated space, a much more cost efficient option
than new construction. Additionally, Sumner Station already operates a full service imaging
center that will be utilized by the proposed emergency department, saving millions of dollars
in duplicate equipment and construction costs.

Thus, this project addresses the site deficiency at SRMC's existing in-town campus and
does so in a cost-effective approach by leveraging existing imaging services in Gallatin.

b. The applicant should document that consideration has been given to alternatives to new
construction, e.g., modernization or sharing arrangements. It should be documented that
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superior alternatives have been implemented to the maximum extent practicable.

RESPONSE: As discussed above, further modernization/expansion of the existing
emergency department in downtown Gallatin was not a viable alternative. With the existing
emergency department suffering from space constraints and seeing increasing utilization,
SRMC has been actively pursuing a strategy of moving key outpatient services into its
Sumner Station outpatient facility.

As discussed, SRMC already owns the shelled space for the proposed emergency
department, its Sumner Station outpatient facility. This will allow the project to be completed
exclusively in renovated space, a much more cost efficient option than new construction.
Additionally, Sumner Station already operates a full service imaging center that will be
utilized by the proposed emergency department, saving millions of dollars in duplicate
equipment and construction costs.
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CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care organizations,
etc.), managed care organizations, alliances, and/or networks with which the applicant currently
has or plans to have contractual and/or working relationships, e.g., transfer agreements,
contractual agreements for health services.

RESPONSE: Lists of managed care contracts and provider contracts are attached under Attachment
C, Contribution to the Orderly Development of Health Care - 1.

2. Describe the positive and/or negative effects of the proposal on the health care system. Please be
sure to discuss any instances of duplication or competition arising from your proposal including a
description of the effect the proposal will have on the utilization rates of existing providers in the
service area of the project.

RESPONSE: SRMC's proposal will have a positive impact on the health care system, through
improved patient convenience. As documented previously, population growth alone from 2015 to
2020 is expected to generate demand for an additional five to seven emergency treatment rooms in
Sumner County, four to six of which are required in the proposed two zip code satellite ED service
area. These are incremental emergency treatment rooms, and thus would have no effect on the
utilization rates of existing providers in the service area.

That said, SRMC's satellite ED need methodology assumptions propose strictly to redirect its own
existing patients from the SRMC main campus to the proposed Sumner Station satellite ED facility,
with absolutely no impact on outside providers.

Service area residents will experience a positive impact by having increased access to SRMC'’s
emergency services closer to their communities, where they work and live. This is vitally important
for emergency services where ever minute counts.

3. Provide the current and/or anticipated staffing pattern for all employees providing patient care for
the project. This can be reported using FTEs for these positions. Additionally, please compare the
clinical staff salaries in the proposal to prevailing wage patterns in the service area as published by
the Tennessee Department of Labor & Workforce Development and/or other documented sources.

REsSPONSE: Exhibit 19 illustrates current and proposed staffing levels for the proposed project.
SRMC proposes adding 41.9 FTEs.
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ExHiBIT 19

CURRENT AND PROPOSED STAFFING LEVELS
SATELLITE ED AT SUMNER STATION

(FuLL TIME EQUIVALENTS)

Position Current | Proposed | Difference
Lab 0.0 5.2 5.2
Nursing and Respiratory Therapy 0.0 241 241
Imaging 0.0 4.2 4.2
Registration 0.0 4.2 4.2
Physician 0.0 4.2 4.2
TOTAL 0.0 41.9 41.9

SRMC has a history of successfully retaining professional and administrative staff because it
provides competitive benefits and compensation, and provides a supportive work environment.

Exhibit 20 profiles comparable positions and salaries for the Nashville-Davidson-Murfreesboro
MSA. SRMC's salaries and wages, before benefits, are competitive with the market. The
proposed project's average proposed annual salary for registered nurses is $59,488. These values
are within the ranges for the Nashville-Davidson-Murfreesboro MSA,

ExHiBIT 20
NASHVILLE-DAVIDSON-MURFREESBORO MSA
MaAY 2014 ANNUAL WAGE RATES

Position 25th Pctile| Mean Median
Registered Nurse $49,340| $59,310| $58,870
SOQURCE: ANNUAL SALARY BLS OCCUPATIONAL EMPLOYMENT STATISTICS SURVEY DATA

75th Pctile
$69,550

Discuss the availability of and accessibility to human resources required by the proposal, including
adequate professional staff, as per the Department of Health, the Department of Mental Health and
Developmental Disabilities, and/or the Division of Mental Retardation Services licensing
requirements.

RESPONSE: SRMC proposes adding 41.9 FTEs. SRMC has a history of successfully recruiting
professional and administrative staff. It provides competitive benefits and compensation, and is
committed to the retention of existing personnel. Please see Attachment C, Contribution to the
Orderly Development of Health Care — 4 (Tab 16) for the CVs of physicians that will participate at
the Satellite ED.

Verify that the applicant has reviewed and understands all licensing certification as required by the
State of Tennessee for medical/clinical staff. These include, without limitation, regulations
concerning physician supervision, credentialing, admission privileges, quality assurance policies
and programs, utilization review policies and programs, record keeping, and staff education.

RESPONSE: SRMC has reviewed and understands the licensure and certification requirements for
medical and clinical staff. The Satellite ED will rely on the experience and expertise of the
emergency department physicians now at SRMC. The proposed full service, 24-hour-per-day/7-
day-per-week satellite emergency department facility will be a satellite of the main emergency
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department at SRMC and will be under the sole administrative control of SRMC. As an existing
licensed and Joint Commission-accredited facility, SRMC has administrative policies and
procedures in place to ensure that licensure and certification requirements are followed.
Furthermore, SRMC maintains quality standards that are focused on continual improvement.
Please see Attachment C, Contribution to the Orderly Development of Health Care — 5 for
copies of its Continuous Quality Improvement Plan (Tab 17), and Utilization Review Plan (Tab 18)
and Patient Rights and Responsibilities (Tab 19).

Discuss your health care institution's participation in the training of students in the areas of
medicine, nursing, social work, etc. (e.g., internships, residencies, etc.).

RESPONSE: SRMC participates in many regional healthcare teaching and training programs. Each
of these clinical rotations provides the student with hands-on training in their particular area of
study. Students are assigned to preceptors from within each department of study to provide
supervision and to act as the instructor in their field of expertise. The following clinical affiliations
are in place for SRMC:

ER Medical Resident and Medical Student Program — SRMC currently has 12 medical residents in
the class this year, increasing to 13 students next year. Each second year resident and each third
year Emergency Medicine resident rotates to SRMC for a two week rotation each year (the
equivalent of 1 FTE resident per month for all 12 months is provided). Additionally, SRMC also
rotates through approximately 100 medical students yearly for 2-3 shifts each month. These
medical students complete an observational day in ED and are assigned to the SRMC Emergency
Physicians.

Medical Imaging — Students are assigned within the varied sections of medical imaging; x-ray,
ultrasound, CT, MR etc.

Respiratory Therapy — Students are assigned to routine care, critical care, emergency department
and code team.

Nursing —~ Student from multiple schools are assigned to the Emergency Department (as well as
other units) to gain advanced critical care knowledge. These students are precepted by nurses
from the critical care areas.

Pharmacy — Students from multiple schools and at different levels within their pharmacy education
participate in all facets of the pharmacy.

EMT/AEMT/Paramedics — Students from all three levels of emergency response students are
assigned to the Emergency department. Their participation ranges from observation to hands on
procedures depending upon their level of training.

Nurse Anesthetists — Nurse anesthetist students are assigned to the SRMC anesthesiologists for
hands on training.

There are additional, less frequent students from other ancillary departments such as, Rehab,
Nutrition, HIM, Informatics, Sleep study and Administration.

(a) Please verify, as applicable, that the applicant has reviewed and understands the licensure
requirements of the Department of Health, the Department of Mental Health and Developmental
Disabilities, the Division of Mental Retardation Services, and/or any applicable Medicare
requirements.
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10.

RESPONSE: As an existing hospital, SRMC is licensed by the Tennessee Department of Health.
SRMC has reviewed and understands the licensure requirements. The proposed full service, 24-
hour-per-day/7-day-per-week satellite emergency department facility will be a satellite of the main
emergency department at SRMC and will be under the sole administrative control of SRMC.

(b) Provide the name of the entity from which the applicant has received or will receive licensure,
certification, and/or accreditation.

Licensure: Board of Licensing Health Care Facilities, State of Tennessee, Department of Health.

Accreditation. SRMC is accredited by The Joint Commission (on Accreditation of Healthcare
Organizations). Please see Attachment C, Contribution to the Orderly Development of Health
Care - 7.(b) (Tab 20) for the most recent report.

(c) If an existing institution, please describe the current standing with any licensing, certifying, or
accrediting agency. Provide a copy of the current license of the facility.

RESPONSE: Please see Attachment C, Contribution to the Orderly Development of Health
Care — 7.(c) (Tab 21). The current license is valid until June 25, 2016.

(d) For existing licensed providers, document that all deficiencies (if any) cited in the last licensure
certification and inspection have been addressed through an approved plan of correction. Please
include a copy of the most recent licensure/certification inspection with an approved plan of
correction.

RESPONSE: Please see Attachment C, Contribution to the Orderly Development of Health
Care - 7.(d) for a copy of the most recent licensure/certification inspection report (Tab 22) and plan
of corrective action (Tab 23).

Document and explain any final orders or judgments entered in any state or country by a licensing
agency or court against professional licenses held by the applicant or any entities or persons with
more than a 5% ownership interest in the applicant. Such information is to be provided for licenses
regardless of whether such license is currently held.

RESPONSE: There have been no final orders or judgments placed against SRMC or any entity or
person with more than 5 percent ownership.

Identify and explain any final civil or criminal judgments for fraud or theft against any person or
entity with more than a 5% ownership interest in the project

RESPONSE: There have been no civil or criminal judgments against SRMC or any entity or person
with more than 5 percent ownership.

If the proposal is approved, please discuss whether the applicant will provide the Tennessee
Health Services and Development Agency and/or the reviewing agency information concerning the
number of patients treated, the number, and type of procedures performed, and other data as
required.

RESPONSE: Yes, SRMC will provide the Tennessee Health Services and Development Agency
and/or the reviewing agency information concerning the number of patients treated, the number,
and type of procedures performed, and other data as required. Additionally, SRMC submits a Joint
Annual Report (JAR) to the Department of Health and will continue to do so.

Certificate of Need Application August 2015
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with the mast and
dateline intact or submit a publication affidavit from the newspaper as proof of the publication of
the letter of intent.

Please see Attachment D — Proof of Publication (Tabs 24-25).

DEVELOPMENT SCHEDULE

Tennessee Code Annotated §68-11-1609(c) provides that a Certificate of Need is valid for a period
not to exceed three (3) years (for hospital projects) or two (2) years (for all other projects) from the
date of its issuance and after such time shall expire; provided, that the Agency may, in granting
the Certificate of Need, allow longer periods of validity for Certificates of Need for good cause
shown. Subsequent to granting the Certificate of Need, the Agency may extend a Certificate of
Need for a period upon application and good cause shown, accompanied by a non-refundable
reasonable filing fee, as prescribed by rule. A Certificate of Need which has been extended shall
expire at the end of the extended time period. The decision whether to grant such an extension is
within the sole discretion of the Agency, and is not subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the project
will be completed in multiple phases, please identify the anticipated completion date for
each phase.

2. If the response to the preceding question indicates that the applicant does not anticipate

completing the project within the period of validity as defined in the preceding paragraph,
please state below any request for an extended schedule and document the “good cause”
for such an extension.

RESPONSE: The project completion schedule below reflects the anticipated schedule for the
construction project.

Form HF0004
Revised 02/01/06
Previous Forms are obsolete
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PROJECT FORECAST COMPLETION CHART

Enter the Agency projected Initial Decision date, as published in T.C.A. § 68-11-1609( ¢ ). November 2015

Assuming the CON approval becomes the final agency action on that date; indicate the number of days
from the above agency decision date to each phase of the completion forecast.

Phase DAYS Anticipated Date
REQUIRED (MONTH/YEAR)
1. Architectural and engineering contract signed 30 Dec-156

2. Construction documents approved by the Tennessee

Department of Health 180 May-16
3. Construction contract signed 240 Jul-16
4. Building permit secured 270 Aug-16
5. Site preparation completed N/A N/A
6. Building construction commenced 270 Aug-16
7. Construction 40% complete 360 Now-16
8. Construction 80% complete 420 Jan-17
9. Construction 100% complete (approved for occupancy) 480 Mar-17
10. “Issuance of license 570 Jun-17
11. *Initiation of senice 580 Jul-17
12. Final Architectural Certification of Payment 580 Jul-17
13. Final Project Report Form (HF0055) 640 Sep-17

*  For projects that do NOT involve construction or renovation: Please complete items
10 and 11 only.

Note: If litigation occurs, the completion forecast will be adjusted at the time of the final
determination to reflect the actual issue date.

Certificate of Need Application August 2015
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AFFIDAVIT
STATE OF _Tennessee

COUNTY OF _Sumner

Michael Herman being first duly sworn, says that he/she is the applicant named in

this application or his/her lawful agent, that this project will be completed in accordance with the
application, that the applicant has read the directions to this application, the Health Services and
Development Agency, and T.C.A. § 68-11-1601, et seq., and that the responses to this

application or any other questions deemed appropriate by the Health Services and Development

SIGNATURE/TITLE

Sworn to and subscribed before me this [ 2 “day of_g,gﬁuﬁf a Notary
?eaé

Public in and for the County/State of Sumner County, Tennessee

L-7° NO%A%Y PUBLIC
My commission expires l: }[ %q% Ao 2018 .
onth/Day ear
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Certificate of Formation
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Delaware ... .

The ‘Frst State

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY QF THE CERTIFICATE OF FORMATION OF "SUMNER REGIONAL MEDICAL
CENTER, LLC", FILED IN THIS OFFICE ON THE NINETEENTH DAY OF MAY,

A.D. 2010, AT 4:11 O'CLOCK F.M.

SN G

Jafitay W, Bullock, Secrolory of State

4825590 8100 AUTHE TION: B005193

100536424 DaTE: 05-20-10

You may vearify this certificate oanlino
at m:]‘; dn.laxgra. gov/authver, shtal
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Stata of Delaware
Seare of State

Di\dsim%?cdmamum
Dalivered 04:25 05/19/2010
FILED 04:11 PM 05/19/2010
SRV 100536424 ~ 4625390 FILE

Certificate of Formation
of

Sumner Beglonal Medical Centey, LLC

The undersigned, an anthorized natural person, for the purpose of forming a

limited lability company, under the provisions and subject to the requirements of the
State of Delaware, particularly Chapter 18, Title 6 of the Delaware Code and the acts
identified, aud referred to

amendatory thereof und supplemental thereto, and known,
as the Delaware Limited Liability Company Act (the "Act”), hereby certifies that:
FIRST: The name of the limited Habllity company is Sumner Regional
Medical Center, LLC (the “"Company”).
SECOND:  The address of the reglsteved office and the name and address of
the registered agent of the Compuny required to be maintained by Section 18-104 of
the Act is The Corporation Trust Company, Corporation Trust Center, 1209 Orange

Strect, Wilmington, Delaware 19801.
IN WITNESS WHEREOF, the undersigned has executed this Certificate of
Formation as of May 19, 2010,

-

By: _. Lo
Mary Kim E, Shipp
Authorized Person
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LifcPoint Hospitals

Sumner Regional
Medical Center, LLC

Note: This chart shows only the entities pertinent to the application. It is not possible to produce
a chart that includes all 58 hospitals operated by LifePoint, but a list of LifePoint
hospitals in Tennessee is attached.
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LifePoint Hospitals in Tennessee

Livingston Reglonal Hospital
315 Oak Street
Livingston, TN 38570

Riverview Reglonal Medical Center
158 Hospital Dr
Carthage, TN 37030

Southern Tennessee Regional Healthy System at Lawrenceburg

1607 South Locust Ave
Lawrenceburg, TN 38464

Southern Tennessee Regional Health System at Sewanee

1260 University Ave
Sewanee, TN 37375

Southern Tennessee Reglonal Health System at Pulaski
1265 East Coliege Street
Pulaski, TN 38478

Southern Tennessee Regional Health System at Winchester

185 Hospital Rd
Winchester, TN 37398

Starr Regional Medical Center
1114 West Madison Ave
Athens, TN 37303

Starr Reglonal Medical
886 Highway 411 North
Etowah, TN 37331

Sumner Regional Medical Center
555 Hartsville Pike
Gallatin, TN 37066

Trousdale Madical Center

500 Church Street
Hartsville, TN 37074
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SRMC | Senior Leadership

20f3

Quick Links

About Us

Conlact Us

Comnwunity Benefit Report
HighPoint Health System
Senior Leadership

Mission, Vision & Values

http://www.mysumnermedical .com/about/senior-leadership.html

Senior Leadership

Susan Peach, BSN, MBA
Chief Executive Officer

Susan Peach, BSN, MBA, became lhe new chief exscutive officer of HighPoint Health System in July
2012. A veteran hospilal administrator with more than 30 years of healthcare experience, Susan
came to HighPoint Health System from LifePoint Hospitals' Hospital Support Center, where she
served as chief nursing officer of the Delta Divislon since 2010, In that role, she provided clinical
leadership and oversight for nine LifePoint Hospitals, including the four hospital campuses of
HighPoint Health System.

Prior to joining LifePoint, Susan served as senior vice president, Performance Management, for Catholic Health Initiatives from
2003 1o 2010, vice president, Siralegic Quality Management and Clinical Services, and system chief nursing officer for
Quorum Health Resources from 1996 to 2003; and chief executive officer (1995-1996) and chief operating officer (1992-1995)
at Rockdale Regional Medical Center.

Peach holds a Master of Business Adminisiration degree from Georgia Stale Universily and a Bachelor of Science degree in
nursing from Clayton College. She is also a Six Sigma Black Belt. Peach and her husband Jim are residents of Sumner
County.

Bob Barrett, CPA
Market Chief Financial Officer

Bob Barrett, CPA, became the new Market Chief Financial Officer for HighPoint Health System In
July 2014. Bob began his career with LifePoint Hospitals® as a member of iheir Audit Services team
at the LifePoint Hospilal Support Center in 2004. He then participated in LifePoint’s “Officer
Development Program” and has served in a number of CFO roles since 2008. He has also worked
closely with LifePoint Group financial leadership on several projects and comes to HighPoint with a
solid reputation as a critical thinker and great leader.

Barrett came to HighPoint most recently from Georgetown Community Hospital, a 76-bed acute care hospilal in Lexington, Ky.,
which includes eight employed physician practices and a regional Centralized Billing Office serving 82 physicians across the
state, where he has been CFO since April 2012, From 2010 to 2012, he was the CFO al Clinch Valley Medical Center, a
175-bed acule care hospital in Richlands, Va. Prior lo that, he was CFO at Logan Memorial Hospital, a 92-bed acute care
hospital in Russellville, Ky.

He eamed a Bachelor of Science degree in Accounting from Lipscomb University in Nashville, Tenn., and a Master of
Accountancy degree from Belmont University, also in Nashville, Tenn. He is a Certified Public Accountant.

Michael S. Herman
Chlef Operating Officer

Mike Herman came to HighPoint Health System as Chief Operaling Officer in 2011 from Trident
Health Systemin Charleston, SC. He spent three years at Trident as Vice President of Operations
at the system's 94-bed Summerville Medical Center in Summerville, and brought more than a decade
of senior-level operalions experience to HighPoint. Prior to thal, he worked for three years as the
Senior Operations Analyst at the 242-bed Doctors Hospilal of Augusta, Ga., and spent four years at
the 278-bed North Florida Regional Medical Cenler in Gainesville, Fla., where he started as the
Operating Department Administrative Assistant and Sterile Processing Tech, before being promoted
{o Operations Analyst for the hospital.

Herman eamed both a bachelor's degree in Food Science and Human Nutrition and a master's degree in Health
Administralion at the University of Florida, Gainesville. He is a Fellow of the American College of Heallhcare Executives, and a
member of lhe Gallatin Moming Rotary Club. Herman is also a graduate of Leadership Augusta.

Anne Melton, RN, MSN
Chief Nursing Offlcer

Anne Melton joined Sumner Regional Medical Center (SRMC) in 2006 as Direclor of Nursing, and is
currently vice president of cfinical services. Her 30-year nursing career includes former leadership
roles such as director of medical and surgical nursing al Middle Tennessee Medical Center
(Murireeshoro, TN) and management at Vanderbilt University Medical Center (Nashville, TN). At
SRMC, Melton has served on various clinical safety commitless, and most recently she assisted with
the transition of patients to SRMC’s new patient tower and with clinical preparation for recent
Women's Center renovations. Melton has also been instrumental In strategic planning for the growth
and development of SRMC's Women's Services. She provides oversight for nursing services, emergency services, inpatient

000061

8/11/2015 4:39 PM



Tab 4

000062



Attachment A, 4

Certificate of Corporate Existence

000063



STATE OF TENNESSEE
Tre Hargett, Secretary of State

Division of Business Services

William R. Snodgrass Tower
312 Rosa L. Parks AVE, 6th FL
Nashville, TN 37243-1102

KEVIN KIMBELL July 23, 2015
71 VICKERY STREET
ROSWELL, GA 30075

Request Type: Certificate of Existence/Authorization Issuance Date: 07/23/2015
Request #: 0169979 Copies Requested: 1

o " DocumentReceipt
Receipt # ; 002160533 Filing Fee: $22.25
Payment-Credit Card - State Payment Center - CC #: 163824999 $22.25
Regarding: Sumner Reglonal Medical Center, LLC
Filing Type: Limited Liability Company - Foreign Control # 632152
Formation/Qualification Date: 05/256/2010 Date Formed: 05/19/2010
Status: Active Formation Locale: DELAWARE
Duration Term: Perpetual Inactive Date:

CERTIFICATE OF AUTHORIZATION
|, Tre Hargett, Secretary of State of the State of Tennessee, do hereby certify that effective as of
the issuance date noted above
Sumner Regional Medical Center, LLC

* is a Limited Liability Company formed in the jurisdiction set forth above and is authorized to
transact business in this State,

* has paid all fees, taxes and penalties owed to this State (as reflected in the records of the
Secretary of State and the Department of Revenue) which affect the existence/authorization of
the business,

* has filed the most recent annual report required with this office;
* has appointed a registered agent and registered office in this State;

* has not filed an Application for Certificate of Withdrawal.
Tre Hargett E

Secretary of Stat
Processed By: Cert Web User . V%ﬁfication #; 012904829

Phone (615) 741-6488 * Fax (615) 741-7310 * Website: http://tnbear.tn.gov/
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RECORDED ELECTRONICALLY

lDI 0 " Oi b COUﬂlY&_“l_ﬂ_‘_f--—

Dare 193 13 Tima M—

dmisle werwsipifle.com 8004605657 /
FROM: Citadel Properties V, L.I.C.
TO: Sumner Regional Medical Center, LLC
Address New Qwner as Follows: Send Tax Bills To: Map-Parcel No.
Sumner Regional Medical Center, LLC, Map 137, Parcels 8.01,
a Delaware limited liability company SAME 8.02, 8.03 and 8.04
c/a Lifepoint Hospitals
103 Powell Court
Brentwood, TN 37027
THIS T INT PRE : r aden Dorteh & Davis, LLP, 511 Unio
Street, Suite 2 hville, Tennessea 37219-1760

STATE OF “1enDEsSsed )
couNTY OF (0T \iynsen )

f nd sworn to before me, thig 5!19@‘:1 X

Iﬂ@@
" (0 Notary Public

SPECIAL WARRANTY DEED

KNOW ALL MEN BY THESE PRESENTS, that for and in consideration of the sum
of TEN DOLLARS ($10.00) cash in hand paid, and other good and valuable consideration,
the receipt of which is hereby acknowledged, CITADEL PROPERTIES V, L.L.C,, an Illinoia
limited lability company (“Grantor”), has bargained and sold, and by these presents does
transfer and convey unto SUMNER REGIONAL MEDICAL CENTER, LLC a Delaware
limited liability company (“Grantee”), the successors and assigns of Grantee, that certain
tract or parcel of land in Sumner County, Tennessee, described on Exhibit A attached
hereto and incorperated herein (the “Property”), subject to, however, those exceptions and
encumbrances set forth on Exhibit B attached hereto and incorporated herein.

This is improved property known as 225 Big Station Camp Boulevard, Gallatin,
Tennessee 37066.

TO HAVE AND TO HOLD the Property together with all appurtenances and
hereditaments thereunto belonging or in any wise appertaining to Grantee, the heirs,
reprasentatives, successors and assigns of Grantee, forever,

1
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Grantor further covenants and binds itself, its representatives, successors and
assigns to warrant and forever defend the title to the Property to Grantee, the heirs,
representatives, successors and assigns of Grantee, against the lawful claims of all persons
whomasoever claiming by, through or under Grantor but excluding the claims of persons
claiming by, through or under any current tenant of Grantor under the leases and set forth
on Exhibit B, but not further or otherwise subject to the matters aet forth on lixhibit B.

Wherever used, the singular number shall include the plural, the plural the
singular, and the use of any gender shall be applicable to all genders.

IN WITNESS WHEREOF, this instrument has been executed this 2T day of

2013.
/E., a Illinois

CITADEL PROPERTIES
limited liability

STATE OF _L \inojx )

COUNTY OF __L.e\¢ e )
Before me, a Notary Publicin and for said Stgte and County, duly commissioned and
qualified, personally appeared __LAvied LAL 11 , with whom I am personally

acquainted (or proved to me on the basis of satis?acto:-y evidence), and who, upon oath,
acknowledged himselffherself to be the Sale Manaager~ of Citadel Properties V, LL.C,
the within named bargainor, a limited liability company, and that (s)he execufed the
foregoing instrument for the purposes therein contained, by signing the name of the limited
liability company by himself/herself as _Solg membe.—

Witneas my hand, at office, thimZﬂ day of

My Commission Expires: j’/A— / ‘/
) OFFICIAL SEAL
CARQLYN L. JELKS

NOTARY PUBLIC - STATE OF ILLINOIE
WY COMMISSION EXPIRES MAR 11,2014

112845422
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0%
Legal Description

LAND IN THE FOURTH CIVIL DISTRICT OF SUMNER COUNTY, TENNESSEB. BEING
‘THE PROPBRTY OF SUMNER REGIONAL HEALTH SYSTEMS, INC,, AS OF RECORD
IN BOOK 2635, PAGE 828, REGISTER'S OFFICE SUMNER COUNTY, TENNESSER AND
RECORD BOOK. 2718, PAQE 773, RECISTER'S OFFICE SUMNER COUNTY,
TENNESSGE. DESCRIBED MORB PRECISELY AS FOLLOWS:

BEGINNING AT A FOINT AT A HIOHWAY MONUMENT ON THE NORTHERN RIGHT-
OF-WAY OF LOWER STATION CAMP CREBEK ROAD, SAID POINT BEING LOCATED
ON THE WESTERN RIGHT-OF-WAY OF STATE ROUTB 386 AND BEING THE

SQUTHEAST CORNHR OF THIS PARCEL;

THENCE WITH THE NORTHERN RIGHT-OF-WAY OF LOWER STATION CAMP CREEK
ROAD AND A CURVE TO THE LEFT, DELTA OF 14'33'46", RADIUS OF 625,00 FBET,
LENGTH OF 158,49 FEET AND A CHORD BBARING OF N 75'06'13" W 158.07 FERT TD
ANIRON ROD ON THE NORTHERN RIGHT-OR-WAY OF SAID ROADL);

THENCB LEAVING SAID ROAD, N 0835901* E 2000,68 FEET TO AN IRON ROD ON THE
SOUTHERN MARGQIN OF NEW STATION CAMP CREEK ROAD;

THENCB, S 42'54'44" B 718.20 FEET TO AN IRON ROD ON THE SOUTHERN RIGHT OF-
WAY OF NEW STATION CAMP CREEK ROAD;

THENCE, 8 4703'45" W 24,95 FEET TO A POINT AT A HIOHWAY MONUMENT AND
THERIGHT-OF-WAY OF JTATE ROUTE 386,

THENCE WITH THE RIGHT-OF-WAY OF STATE ROUTR 186 FOR THRB NEXT EIQHT
CALLS;

S3424'24" B J0L.12 FBET TO A FOINT AT A HIOHWAY MONUMENT;
84)'S35'01" B 168,45 FRET TO A POINT AT A HIGHWAY MONUMENT;

CHORD BEARING OF § 093823° B 203,13 FEET, RADIUS OF 18500 FEET AND A
LENGTH OF 215,03 FEET TO A POINT AT A HIGHWAY MONUMENT;

§2339°25" W 292.22 FEET TQ A POINT AT A HIGHWAY MONUMENT;
§ 26'23'25° W 228.79 FEET TQ APOINT AT A HIGHWAY MONUMENT;

. CHORD BEARING OF § 3521'34" W 8559 FEBT, RADJUS OF 743.5] FEBT AND A
LENOTH OF 85.63 FEET TO A POINT AT A HICHWAY MONUMENT;

S 454936 W 228.57 FOUT TO A POINT AT A HIOHWAY MONUMENT;
S 47'5325" W 541,42 FEBT TO THE POINT OF BEGINNING;
CONTAINING 24,58 ACRES, MORB OR LESS,

Being the same property conveyed to Citadel Properties V, L.L.C., an Illinois
limited liability company, by deed from SRHS Bankruptey, Inc., of record in
Record Book 3731, page 187, Register's Office for Sumner County,

Tennessea,

11284542.2
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1. Taxes for 2018 and subsequent years.

2, Declaration of Easement and Maintenance Agreement of record in Record Book
2733, page 441, said Register's Office.

3. Water/sewer easement of record in Record Book 1343, page 417, said Register’s
Office.

4, Public Utility easement of record in Record Book 1481, page 228, said Register's
Office.

5. Grant of Transmisaion Line Easement of record in Deed Book 174, page 370, said
Register's Office,

8. Lease (Outpatient Diagnostic Center) dated April 1, 2007, between Citadel
Properties V, L.L.C. and Sumner Regional Health Systems, Inc., successor in
interest to Sumner Regional Medical Center, Inc., for approximately 11,757 square
feet of diagnostic center space,

7 Lease (Clinic Space) dated April 1, 2007, between Citadel Properties V, L.L.C. and
Sumner Regional Health Systems, Inc., successor in interest to Sumner Regional
Medical Center, LLC for approximately 8,304 square feet of clinic space.

8. Matters shown on survey prepared by L. Steven Bridges, Jr., as Job N, 3218, dated
September 27, 2018, last revised November 5, 2013.

5. Laws and ordinances affecting the Property.

4
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Pamals L. Whitxkar, Rogleter
Buanar County Tonnasese

oo §i B222B¢ Trekrumant §: 107,080
Reo'd; 25.00 Roaovded

dtata: 66600.00 12/3/2013 at 3:11 M
Clerk: 1. 00 1n Record Book
fithoz) 3.00 3877

Tokal: GB52E.00

FROM: Citadel Propertics V, L.L.C. Pages 594-598
FOMVASOED 90 JUBAIER COUNTY ASJEZISOR
OF DROPENTY ON DAYE OF RECORDING

TO: Sumner Regional Medical Center, LLC

Address Now Owner as Follows; Send Tax Bills To: Map-Parcel No,

Sumner Regiona) Medical Center, LLC, Map 137, Parcels 8,01,

a Delaware limited liability company SAME 8.02, 8.03 and 8.04

c/o Lifepoint Hospitals

133 Powell Court

Brentwood, TN 37027

T STRUMENT P M th & Davis, LLP, 611 Union

Street, 3} ta 2700, Nﬂsbwlle, ’I‘enngmm 1780

STATE OF‘% )
COUNTY OF (DiWingeny )

actual consideration or value, whichever is greater, For this transfer iy

d sworn to before me, Lhig ahuﬁ‘d

b o3 i Notary Public
sy Comm. egtann 2SN (0

SPICIAL WARRANTY DEED

KNOW ALL MEN BY THESE PRESENTS, that for and in consideration of the sum
of TEN DOLLARS ($10.00) ¢ash in hand paid, and other good and valuable consideration,
the réceipt of which is hereby ncknowledged, CITADEL PROPERTIES V, L.L.C., an llinois
limited liability company (“Grantor”), has bargained and sold, and by these presents does
transfer and convey unto SUMNER REGIONAL MEDICAL CENTER, LLC a Delawars

limited lability eompany {“Grantee”), the successors and assigns of Grantee, that certain
tract or parcel of land in Sumner County, Tennessees, described on Exhibit A attached

hersto and incorporatad herein (tho “Property”), subject to, hawever, those exceptions and
eneumbrances set forth on Exhibit B attached hercto and incorporated herein,

This is improved property known as 226 Big Station Camp Boulevard, Gallatin,
Tennessee 37066,
TQ HAVE AND TO HOLD the Property together with all appurtenances and

hereditaments thereunto belonging or in any wise appertaining to Grantee, the heirs,
represcntatives, successors and assigns of Grantee, forever.

1
11284542.2
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Grantor further covenants and binds itsolf, its representatives, successors and
assigns to warrant and forever defend tha title to tho Property to Grantee, the heirs,
representatives, succossors and assigns of Grantes, against the lawful claims of all persons
whomacever claiming by, through or under Grantor but excluding the claims of persons
claiming by, through or under any current tenant of Grantor under the leasss and set forth
on Exhibit B, but not further or atherwise subject to the matters set forth on Exhibit I3.

Wherever used, the singulur number shall include the plural, the plural the
singular, and the use of any gender shall be applicable to all gonders.

IN WITNESS WHEREOQF, this instrument has been executed this E,T& day of
, 2013,

2., a Ilinois

e

CITADEL PROPERTIES

STATEOF _T1\ingig )
COUNTYOF _Lealte )

Before me, a Notary Public in and for, said State and County, duly commissioned and
qualified, personally appeared pivid CARK/ S , with whom I am personally
acquainted (or proved to me on the basis of satisfactory evidenwe), and who, upon oath,
acknowledged himself/herself to be the Sole (Muanagers of Citadel Properties V, L.L.C,
the within named bargainor, a limited linbility company, and that (s)he executed the
foregoing instrument for the purposcs therein contained, by signing the numoe of the limited
liability company by himselt/horself aa _Solg Manscer

OFFICIAL SEAL
CAROLYN L JELKS
NOTARY PUBLIC - STATE OF ILLINOIS
WY GOMMIOBION EXPIRES MAR 11, 2014

112845422
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I1.egal Deascription

LAND !N THE FOURTH CIVIL DISTRICT OF SUMNER COUNTY, TENNESSEE, DEINC
THE PROPERTY OF SUMNER REGIONAL HEALTH S§YSTEMS, INC., AS OF RECORD
IN BOOK 1635, PAQE 8§28, REJISTER'S OFFICE SUMNER COUNTY, TENNESSER AND
RECORD DOQK 27)8, PAOB 773, REOISTERS OFFICE SUMNER COUNTY,

TENNESSEE DESCRIBED MORXE PRECISELY A8 FOLLOWS:

BEGINNING AT A POINT AT A HIOHWAY MONUMENT ON THE NORTHERN RIOHT-
OF“WAY OF LOWER STATION CAMP CREEK ROAD, SAID FOINT BEING LOCATED
ON THE WESTERN RIQOHT-OF-WAY OF STATE RQUTE 386 AND BEING THE

SOUTHEAST CORNER OF THIS PARCEL;

THENCE WITH THE NORTHERNIRIGHT-OF-WAY OF LOWER STATION CAMP CREEK
ROAD AND A CURVE TQ THE LEFT, DELTA QF 14'}1'46", RADIUS OF 615.00 FEET,
LENGTH OF 158,42 FEET AND A CHORD BEARING OF N 75'06') 3" W 158.07 FEET TO
ANTRON ROD OM THE NORTHERN RIGHT-QF-WAY OF SAID ROAD; .

THENCE LEAVING SAID ROAD, N 0859'0)" E 2000.68 FEET TO AN IRON ROD ON THE
SOUTHERN MARQOIN OF NEW STATION CAMP CREEK ROAD;

THENCE, § 4784'44" E Tt 8.20 FEET TU AN JRON ROD ON THE SOUTHERN RIGHT OF-
WAY DF NEW STATION CAMP CREEK ROAD;

THENCE, § 470345" W 24,95 FEBT TO A POINT AT A HIOHWAY MONUMENT AND
'THE RIOHT-OF-WAY OF STATE RQUTE 3186,

THENCE WITH THE RIOHT-OF-WAY OF STATE ROUTR 86 FOR THE NEXT BIGHT
CALLS; .
5 34'24'24” 8 I0L1Z FERET TO A POINT AT A HIOHWAY MONU’ME}W:

§41'SS'0IY E 168,45 FERT TO A POINT AT A HIQHWAY MONUMENT

CHORD BEARING OF 9 0938237 B 203,13 FEET, RADIUS OF 18500 FBET AND A
LENCGTH OF 215,03 FERT YO A POINT AT A HICHWAY MONUMENT;

823739729 W 292,22 FEET TO APOINT AT A HIOHNWAY MONUMENT;
8§ 267237257 W 228.79 PRET TO A POINT AT A HIOHWAY MONUMENT;

CHORD BEARING OF § 352134" W 8559 FEET, RADIUS. OV 743,51 FEET AND A
LENQTH OF 85.6] FEET'TO A POINT AT A HIOHWAY MONUMENT; .

54549 3%6" W.228.57 FBET TQ A POINT AT A HIOHWAY MONUMENT]
§ 4753'25" W 541,42 FEET TO THE POINT OF BEQINNING;
CONTAINING 24.58 ACRES, MORE OR LESS,

Being the same property conveyed to Citadel Properties V, L.L.C,, an [1linois
limited liability company, by doed from SRHS Bankruptey, Inc., of record in
Record Book 8731, page 187, Register's Office for Sumner County,

Tannessee,

11284842.2
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EXHIBIT B

Permitted Exceptions

1. Taxes for 2013 and subsequent yeara,

2, Declaration of Easement and Maintenance Agresment of record in Record Book
9733, page 441, eaid Register's Office.

3. Water/sewer easement of record in Record Book 1348, page 417, aaid Register's
Office.

4. Public Utility easement of record in Record Book 1481, page 228, said Register's
Office,

B. Grant of Tranamission Line Easement of record in Deed Book 174, page 370, said
Register’s Office.

9, Lease (Qutpatient Diagnostic Center) dated April 1, 2007, between Citadel
Properties V, L.L.C. and Sumner Regional Health Systems, Inc., successor in
interest to Sumner Regional Medical Center, Ing., for approximately 11,757 squaro
feet of diagnoatic center space.

7, Lease (Clinic Space) dated April 1, 2007, betwesn Citadel Properties V, L.L.C. and
Sumner Regional Health Systems, Inc., successor in interest to Sumner Regicnal
Madical Center, LLC for approximately 8,304 square feet of clinio space.

8, Matters shown on survey prepared by L. Steven Bridges, Jr., as Job N, 3218, dated
September 27, 2018, laat revised November &, 2013,

9. Laws and ordinances affecting the Property.

4
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True Copy Certification

I, Mark Les, do hereby mako oath that I am a licensed attorney and/ov the custodian of the
electronic version of the attachcd document tendered for regisiration thercwith and that thisisa
true and correet copy of the original documents executed and suthenticated according to law,

e L

Signature

Statc of Tennessce
County of Shelby

' / AN
Personally appeared before nwﬂ“éﬁ{: M -d?g notary public for this county and state, Mark Les,
who acknowledges that this certification of an electronic document is true and correct and whose

signature I have witnessed,

Notary's Signature

My Commission Expires: 7./0 - 20/

Notary Seal:

N
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Attachment A, 13

MCO/BHO Participation, Transfer Agreements
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Attachment B

Plot Plan
Maps of Service Area Access
Schematics
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Attachment B, lll.(A)

Plot Plan
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24,57 ACRES \\\

FREESTANDING EMERGE/NCY DEPARTMENT at SUMNER STATION
for SUMNER REGIONAL MEDICAL CENTER

GALLATIN, TN 37066

08/14/2015 - C.O.N. SUBMITTAL - NOT FOR CONSTRUCTION

HMK ARCHITECTS PLLC
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Attachment B, lil.(B).1

Maps of Service Area Access
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Attachment B, IV

Schematics
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TENANT BUILD-OUT-

[\ m@ m ;; f?ﬁf!;ezuzzz v

u CANOPY ADDITION

FREESTANDING EMERGENCY DEPARTMENT at SUMNER STATION
for SUMNER REGIONAL MEDICAL CENTER

GALLATIN, TN 37066

TOTAL DEPT SF = 10,210 SF

08/14/2015 - C.O.N. SUBMITTAL - NOT FOR CONSTRUCTION

HMK ARCHITECTS PLLC
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Attachment C

Service Area Map
Construction Costs Verification Letter
Verification of Funding
Balance Sheet and Income Statement
Audited Financials
Letters of Support
Physician CVs
Continuous Quality Improvement Plan
Utilization Review Plan
Patient Rights and Responsibilities
The Joint Commission Documentation
Hospital License
Inspection Report
Plan of Corrective Action
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Attachment C
Need - 3

Service Area Map
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Attachment C
Economic Feasibility - 1

Construction Costs Verification Letter
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ARCHITECTS PLLC

August 14, 2015

Ms. Melanie Hill

Executive Director

State of Tennessee

Health Services and Development Agency
500 Deadrick Street, Suite 850

Nashville, TN 37243

RE: Sumner Regional Medical Center-Sumner Station Facility
Freestanding Emergency Department - Verification of Construction Cost

Dear Ms. Hill:

We have reviewed the construction cost developed for a Freestanding Emergency Department proposed
for SRMC’s Sumner Station facility. The construction cost of $2,940,000.00 is based on 10,210 square feet
of interior renovation for the emergency department treatment rooms and its support spaces.

It is our professional opinion that the construction cost proposed which equates to $288.00 per square
foot is consistent with historical data based on our experience with similar type projects. It is important
to note, that our opinion is based on normal market conditions, price escalation, etc.

The project will be developed under the current codes and standards enforced by the State of Tennessee
as follows:

2012 International Building Code/2012 International Mechanical Code/2012 International Plumbing Code
2012 International Gas Code

2011 National Electrical Code

2012 NFPA 1, excluding NFPA 5000

2012 NFPA 101, Life Safety Code

2010 FGI Guidelines for the Design and Construction of Health Care Facilities

2002 North Carolina Accessibility Code with 2004 Amendments/2010 Americans with Disabilities Act
(ADA)

Sincerely,

HMK ARCHITECTS PLLC

'T\‘;f‘*u._)«—---—'?—> e M

Donald C. Miller, NCARB, AIA—[ TN License No. 100019 ]

5300 MARYLAND WAY, SUITE 109 BRENTWOQD, TN 37027 T(615) 369 6020 F(615) 369 6021 WWW.HMKA.COM
000097
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Attachment C
Economic Feasibility - 2

Verification of Funding
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LIFEPOINT
HEALTH

August 6, 2015

Melanie Hill

Executive Director

Tennessee Health Services and Development Agency
Andrew Jackson, 9™ Floor

502 Deaderick Street

Nashville, TN 37243

Re: Sumner Regional Medical Center — Certificate of Need to Open Freestanding
Emergency Department

Dear Ms. Hill:

I am the Central Group Chief Financial Officer of LifePoint Health (“LifePoint”), the
parent organization of Sumner Regional Medical Center ("SRMC"). This letter confirms
that LifePoint has sufficient resources to fund the cost of approximately $5,603,276 for

SRMC's project to open a freestanding emergency department at its Sumner Station
Campus. LifePoint is committed to make these funds available to SRMC.

Thank you for your attention to this matter.

Very truly yours,

onathan C. Wall
Chief Financial Officer, Central Group

330 Sevew Springs Way, Brenvwood, Teanessee 37027
Phone 615.920.70600

LUt POINTHEAUTELNG
000100
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Attachment C
Economic Feasibility - 10

Balance Sheet and Income Statement
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CONS - Sumner Reglonal Medlcal Center Flevel

Dec - 2014 81212018 01:33:01 PM
Financlal Statements - Balance Shest All Entitiee Report ID: ALCFS010
Begin : Change | Ending Begin Change Ending
118,433 -104,570 -76,137 Cash & Cash Equivalents -970,762 894,625 -78,137
Marketable Securitles
PATIENT ACCOUNTS RECEIVABLES
40,006,818 -1,207,026 38,889,702 Patient Recelvables 38,582,701 307,091 38,880,792
-257,817 50,086 -207,531 Less Allow for Govt Recelvables -193,527 -14,004 -207,531
-21,216,518 226,262 -20,990,256 Less Allow - Bad Debt -17.918,152 -3,072,104 -20,990,256
18,622,683 -930,678 17,892,005 Net Patlent Recelvables 20,471,022 -2,779,017 17,892,005
-556,593 72,140 -484 453 Due to/from Govt Programs -586,317 101,864 -484,453
-37,829 [ -37,829 Allowances Due Govt Programs -38,444 815 -37,829
-594,422 72,140 -522,282 Net Final Settlemente -624,761 102,479 -522,282
18,028,261 -858,538 17,169,723 Net Accounts Receivables 19,846,261 -2,676,538 17,168,723
3,459,840 16,114 3,476,054 Inventories 3,103,738 372,318 3,476,054
842,572 -209,665 632,907 Prepaid Expenses 2,007,424 -1,374,517 832,807
245,029 78,229 324,158 Other Receivables 359,108 -34,950 324,158
22,685,135 -1,168,430 21,526,705 Total Current Assets 24,345,769 -2,819,084 21,626,705
6,872,700 0 6,872,700 Land 8,872,700 0 6,872,700
114,417,915 73,048 114,491,863 Bldge & Improvements 114,417,915 73,048 114,491,883
35,535,166 224,142 35,759,308 Equipment - Owned 29,728,094 8,031,214 35,759,308
Equlpment - Capital Leases
3,076,208 967,780 4,043,998 Construction in Progress 830,547 3,404,451 4,043,998
159,801,989 1,265,880 161,167,869 Gross PP&E 151,858,256 9,509,813 161,167,860
-36,172,102 -693,409 -36,865,511 Less Accumulated Depreciation -28,865,173 -8,000,338 -36,865,511
123,729,887 572,471 124,302,358 Net PP&E 122,793,083 1,509,275 124,302,358
[ orherassers |
Investments
9,501 0 9,501 Notes Receivable 0 8,501 9,501
25,810,893 45,200 25,765,493 Intanglble Assets - Net 28,363,719 -598,226 25,765,493
Investments in Subsidiaries
153,548 28,481 182,027 Other Aseets 100 181,827 182,027
25,973,740 -16,719 25,957,021 Total Other Assots 26,363,819 -408,798 25,957,021
172,398,762 -612,678 171,766,084 Grand Total Assets 173,502,871 -1,716,587 171,786,084
4,514,002 667,221 5,181,223 Accounts Payable 2,772,801 2,408,314 5,181,205
3,494,991 350,550 3,845,541 Accrued Salarles 3,860,706 -35,185 3,845,541
1,560,882 92,720 1,653,602 Accrued Expenaeg 1,722,136 -68,534 1,653,602
Accrued Interest
Distributions Payable
469,598 14,800 484,398 Curr Port - Long Term Debt 329,825 154,773 484,398
376,482 -1,017,068 -640,584 Other Current Liabilities 637,544 -1,278,128 -840,584
Income Taxes Payable
10,415,955 108,225 10,524,180 Total Current Liabilities 9,342,902 1,181,260 10,524,162
[ LonGrermoeRT
3,088,833 99,244 3,188,077 Capltalized Leages 3,672,475 -484,398 3,188,077
139,355,984 -1,138,854 138,217,330 Interfintra Company Debt 142,943,298 -4,725,068 138,217,330
Other Long Term Debts
142,444,817 -1,039,410 141,405,407 Total Long Term Debts 146,815,773 -5,210,368 141,405,407
Professlonal Llab Risk
Deferred Incomes Taxes
203,816 28,640 232,456 Long-Term Oblligations 23,075 209,381 232,456
203,816 28,840 232,456 Total Other Llabllities & Def 23,075 208,381 232,456
Common Stock - par value
Capital in Excess of par value
17,520,922 0 17,620,822 Retalned Eamings - current yr 17,520,816 2,103,125 19,624,041
1,813,252 289,867 2,103,119 Net Income Current Year 0 ] 0
Distributions
Other Equity
16,334,174 289,867 19,824,041 Total Equity 17,520,921 2,103,138 19,624,050
172,398,762 -612,678 171,786,084 Total Llabllities and Equity 173,502,871 -1,716,587 171,786,064

000103



CONS - Sumner Regional Medical Center Flevel

Dec - 2014 8/12/2015 01:31:08 PM
FInancial Stat te - P & L Stat 1t
— All Entitles Report ID: ALCFS011
aal 10 Lidle
PriorYr | Actual | Budget | BudVer | BudVar% Prior Yr Actual Budget Bud Ver : Bud Ver %
2,830 3,431 3,603 (171) +4.76% Inpatient Revenue Routine Services 38,491 37,809 42,310 (4,500) -10.64%
18,487 21,481 19,096 2,388 12.49% Inpatient Revenue Anclllary Services 201,877 241,071 224,264 16,808 7.49%
22,154 26,3680 25,697 663 2.70% OQutpatient Groge Revenue 269,883 279,276 308,605 (29,329) -9.50%
21,317 24,913 22,698 2,214 0.76% Inpatient Gross Revenue 238,168 278,891 266,573 12,308 4.62%
81 187 148 40 26.91% Other Revenue 1,080 2,185 1,209 956 79.08%
43,471 51,303 48,395 2,907 6.01% Total Patient Revenue 508,052 558,157 575,178 (17,021) -2.96%
43,551 51,490 48,543 2,947 8.07% Gross Revenue 508,142 560,322 576,387 (16,068) -2.79%
8,583 12,018 11,431 587 5.13% Total CY CA - Medicare (1,2) 124,686 135,658 135,227 433 0.32%
(184) (385) (385) (20) -5.50% Total CY CA - Medicald (3) (3,744) (2,929) (4,406) 1,477 33.53%
218 198 211 (14) -8.45% Total CY CA - Champus (6) 1,964 3,583 2,567 1,016 39.59%
1 1 Prior Year Contractuals 265 259 259

18,333 22,282 20,180 2,093 10.36% Total CY CA - Mgd Care (7,8,9,12,13) 210,573 237,048 240,043 (2,085) -1.25%
438 932 708 223 31.52% Charity 9,247 7.251 11,783 (4,536) -38.48%
2,026 1,929 2,112 (183) -8.67% Bad Debt 24,814 22,525 25,129 (2,604) -10.36%
3,925 4,046 2,793 1,254 44.88% Other Deductions 20,084 35,608 33,898 1,911 5.67%
33,310 41,020 37,080 3,940 10.63% lotal Revenue Deductions (incl Bad Debt 387,888 439,003 444,042 (5,039) -1.13%
10,241 10,470 11,483 (993) -8.86% Cash Revenue 121,274 121,318 132,345 (11,028) -8.33%
3,982 3918 4,404 (498) -11.08% Salarles and Wages 45,378 47,016 49,197 (2,181) ~4,43%
9 123 10 112 1,093.28% Contract Labor 450 781 431 350 81.33%
708 794 861 (87) -2.88% Employee Benefits 8,018 9,897 8,715 {19) -0.19%
1,486 1,698 1,355 343 25,34% Supply Expense 17,517 18,183 17,718 465 2.63%
307 495 346 149 43.23% Professional Fees 3,510 5,483 4,340 1,143 20.34%
417 584 862 (278)  -32.24% Contract Services 5,791 7,083 7,162 (78) -1.09%
318 198 313 (115) -36.70% Repairs and Maintenance 3,800 4,033 4,008 (63) -1.54%
(1,896) 20 110 (20) -18.27% Rents and Leases (761) 1,306 1,125 181 16.05%
223 219 238 (19) -1.79% Utilities 2,743 3,105 2,899 208 7.12%
48 64 82 (18) -21.75% Ingurance 692 778 901 (122) -13.57%

Investment Income
508 454 480 (25) -5.27% Non-Income Taxes 5,962 5,893 6,044 (151) -2,50%
340 328 245 81 33.28% Other Operating Expense 2,727 844 1,892 (948) -50.10%
8,398 8,962 8,326 (363) -3.90% Cash Expense 96,918 104,303 105,520 (1,217) -1.15%
3,842 1,508 2,138 (830) -20.47% EBITDA 24,357 17.016 26,825 (9,808) -368.57%
879 693 783 (89) -11.43% Total Depreciation 8,501 8,547 8,802 (255) -2.89%

Total Amortization

Other Non-Operating Expenses
367 408 408 0 0.00% Mgmt Fees and Markup Cost 4,408 4,802 4,892 0 0.00%
126 117 150 (39) -21.87% Interest Expense 1,765 1,474 1,748 (274) -15.70%
Minorlty Interest

1,173 1,218 1,340 (122) -9.12% Total Capital and Others 14,663 14,913 15,442 (520) -3.43%
2,670 290 7908 (508) £3.65% Pretax Income 9,694 2,103 11,383 (9,280) -81.52%

TAXES ON INCOME

Federal Income Taxes
State Income Taxes
Total Taxes on Income
2,670 220 798 {508} -63.65% Net Incoma 9,684 2,103 11,383 (9,280) -81.52%
[ VOLUMESTATS |
665 805 815 180 30.88% Admiasions 7,485 8,154 7,790 364 4.67%
93 103 92 11 11.68% Average Dally Census 88 101 92 9 9.95%
5,801 6,669 6,089 480 7.88% Adjusted Patient Days 68,855 73,758 72,322 1,436 1.99%
1,356 1,658 1,311 346 26.42% Adjusted Admisslons 15,967 16,319 16,808 (488) -2.91%
180 212 108 15 7.88% AADC 189 202 198 4 1.99%
680 738 723 15 2.07% Total Surgerles / Pain Cases 8,118 8,179 8,608 (429) -4.98%
3,370 3,826 3,606 220 8.10% Emergency Room Vislts 38,408 37,147 39,994 (2,847) -7.12%
4472 56568 5,874 (216) -3.68% Qutpatient Visits 68,092 59,251 786,357 {17,108) -22.40%
La&E!DR PRODUCTIVITY
45.39% 48.16% 46.20% (0.04)% -0.08% Total Personnel %: Cash Rev 45.23% 47.39% 44.84% 2.55% 5.89%
3,428 2,915 4,039 (1123  -27.82% Total Personnel Coste/AA 3,435 3,523 3,531 (8 -0.21%
788 736 B70 (134) -15.41% Total Personnel Costs/APD 797 779 821 (41) -5.00%
856 848 0854 (1086) =11.14% Total FTEs - Employed & Contract 836 868 916 (47) -5.18%
4.50 4.00 4.86 (0.88) -17.84% EEOB 4,43 4.30 4.82 (0.32) -7.03%
] 123 10 112 1,093.28% Contract Labor 450 781 431 350 81.33%
14.51% 16.22% 11.82% 4.40% 37.23% Supplies % Cash Rev 14,44% 14.99% 13.39% 1.60% 11.85%
252 258 222 36 16.19% Suppllies/APD 254 247 245 2 0.83%
1,086 1,024 1,033 (8) -0.88% Supplles/AA 1,097 1,114 1,054 80 5.70%
63 55 55 Net Days - Net Patlent Revenue 83 55 55

62.48% 85.60% 81.35% 4.25% 5.22% Total Operating Expense/Cash Rev 798.92% 85.97% 79.73% 6.24% 7.83%
1,084 1,384 1,831 (167) -10.92% Cash Expense / APD 1,408 1,414 1,458 (45) -3.08%
4,718 5,406 7,112 (1,708) -23.968% Cash Expense / AA 6,070 8,391 8,278 114 1.81%
37.52% 14.40% 18.85% (4.25)% =22.77% EBDITA % CR 20.08% 14.03% 20.27% (8.24)% -30.80%
1,735 1,504 1,882 (288) -16.34% Cash Revenue/APD 1,781 1,845 1,830 (185) -10.12%
7,552 6,318 B,742 (2,426) -27.76% Cash Revenue/AA 7,695 7,434 7,874 (440) -5.58%
19.78% 18.42% 18.42% 0.00% -0.01% Bad Debt % Cash Rev 20.46% 18.57% 18.99% (0.42)% -2.22%
23.07% 25.08% 23.17% 1.81% 8.26% Bad Debt & Charity % Adj CR 26.04% 23. 1% 25.681% (2.50)% -9.76%

51.20% 51.32% 47.48% 3.83% 8.07% PolicyORjG4 Pat Rev 45.40% 48.85% 47.58% 1.26% 2.64%
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

7| ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31,2014

or

) TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 000-51251

LifePoint Hospitals, Inc.

(Exact Name of Registrant as Specified in its Charter)

Delaware 20-1538254
(State or Other Jurisdiction of (L.R.S. Employer
Incorporation or Organization) Identification No.)
330 Seven Springs Way
Brentwood, Tennessee 37027
(Address Of Principal Executive Offices) (Zip Code)

(615) 920-7000

(Registrant's Telephone Number, Including Area Code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Exchange on Which Registered
Common Stock, par value $.01 per share NASDAQ Global Select Market
Preferred Stock Purchase Rights NASDAQ Global Select Market

Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes I No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [

No 1

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ¥/ No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every

Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter)
during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes I No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is
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not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part IIf of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filerora
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company™ in
Rule 12b-2 of the Exchange Act:

Large accelerated filer 4 Accelerated filer O Non-accelerated filer O Smaller reporting company [
(Do not check ifa
smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes O No

The aggregate market value of the shares of registrant’s Common Stock held by non-affiliates as of June 30,2014, was
approximately $2.2 billion.

As of February 6,2015, the number of outstanding shares of the registrant’s Common Stock was 44,198,634,

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement for its 2015 annual meeting of stockholders are incorporated by
reference into Part Il of this report.
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PART 1
Item 1, Business.

Overview of Our Company

LifePoint Hospitals, Inc., a Delaware corporation, acting through its subsidiaries, operates general acute care hospitals
primarily in non-urban communities in the United States (*U.S.”). Unless the context otherwise requires, LifePoint and its
subsidiaries are referred to herein as “LifePoint,” the “Company,” “we,” “our” or “us.” At December 31,2014, on a consolidated
basis, we operated 67 hospital campuses in 21 states, having a total of 8,254 licensed beds. Effective January 1,2015, we sold
Lakeland Community Hospital (“Lakeland”), Northwest Medical Center (*Northwest”) and Russellville Hospital (“Russellville”)
located throughout northwest Alabama. Upon completion of this sale, we operated 64 hospital campuses in 21 states, having a
total 0f 8,024 licensed beds. We generate revenues primarily through hospital services offered at our facilities. We generated
$4,483.1 million, $3,678.3 million and $3,391.8 million in revenues during the years ended December 31,2014, 2013 and 2012,
respectively.

Our hospitals typically provide the range of medical and surgical services commonly available in hospitals in non-urban
markets. These services include general surgery, intermal medicine, obstetrics, emergency room care, radiology, oncology,
diagnostic care, coronary care, rehabilitation services, pediatric services, and, in some of our hospitals, specialized services such as
open-hcart surgery, skilled nursing, psychiatric care and neuro-surgery. In many markets, we also provide outpatient services such
as same-day surgery, laboratory, x-ray, respiratory therapy, imaging, sports medicine and lithotripsy. The services provided at any
specific hospital depend on factors such as community need for the service, whether physicians necessary to operate the service
line safely are members of the medical staff of that hospital, whether the service might be supported by community residents, and
any contractual or certificate of need restrictions that exist. Like most hospitals located in non-urban markets, our hospitals do not
engage in extensive medical research and medical education programs, However, six of our hospitals have affiliations with
medical schools, including the clinical rotation of medical and phannacy students, and two of our hospitals own and operate
schools of nursing and other allied health professions.

We seek to fulfill our mission of Making Communities Healthier® by striving to (1) improve the quality and types of
healthcare services available in our communities; (2) provide physicians with a positive environment in which to practice
medicine, with access to necessary equipment and resources; (3) develop and provide a positive work environment for employees;
(4) expand each hospital’s rolc as a community asset; and (5) improve each hospital’s financial performance. We expect our
hospitals to be the place where patients choose to come for care, where physicians want to practice medicine and where employees
want to work.

Business Strategy
Opportunities in Existing Markets

We believe that growth opportunities remain in our existing markets. Growth at our hospitals is dependent in part on how
successful our hospitals are in their efforts to recruit physicians to their respective medical staffs, whether those physicians are
active members of their respective medical staffs over a long period of time and whether and to what extent members of our
hospitals’ medical staffs admit patients to our hospitals or utilize our outpatient service lines.

We believe that growth at our hospitals is dependent in part on the quality of care provided in our facilities, adding new
service lines in our existing markets and investing in new technologies desired by physicians and patients. The quality of
healthcare services provided at our hospitals is an increasingly important factor to patients when deciding where to seek care, to
physicians when deciding where to practice and to governmental and private third party payors when determining the
reimbursement that is paid to our hospitals. Because in virtually every case the Centers for Medicare and Medicaid Services
(*CMS") core measure scores and other quality measures, such as Hospital Consumer Assessment of Healthcare Providers &
Systems ("HCAHPS") scores, 30-day readmission rates, patient falls and adverse drug events, ascribed to our hospitals are
impacted by the practice decisions of the physicians on our hospital medical staffs, we have implemented strategies to educate and
partner with medical staff members to improve scores at our hospitals,
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especially those that are below our average or below management’s expectation. We are committed to further improving our
hospitals’ quality scores through targeted strategies, including increased education and engagement campaigns, clinical decision
support tools, subject matter expert facilitation and hospital-specific action plans.

Additionally, in most of our markets, a significant portion of patients who require services available at acute care hospitals
leave our markets to receive such care. We believe this presents an opportunity for growth, and we are working with the hospitals
in communities where this phenomenon exists to implement new strategies or enhance existing strategies to attract patients. We
regularly conduct operating reviews of our hospitals to pinpoint new service lines that allow residents of our communities to
receive healthcare services closer to home. When such needed service lines are identified, we focus on recruiting the physicians
necessary to operate such service lines appropriately. For example, our hospitals have responded to physician interest in requests
for hospitalists by introducing or sttengthening hospitalist programs where appropriate. Our hospitals have taken other steps to
allow more community residents to receive appropriate care close to home, such as structured efforts to solicit input from medical
staff members and to respond promptly to legitimate unmet physician needs for necessary equipment or trained support stafT,

While responsibly managing our operating expenses, we have also made significant, targeted investments in our hospitals to
add new technologies, modemize facilities and expand the services available. These investments should assist in our efforts to
attract and retain physicians, to offset outmigration of patients and to make our hospitals more desirable to our employees and
potential patients. More recently, economic factors including, potentially, self-rationing of healthcare services, among other
factors, seem to have made it more difficult to increase the number of patients who scek care at many of our hospitals,

Opportunities in New Markets

We believe that strategic acquisitions and partnerships can supplement our efforts to achieve organic growth in our existing
markets, and in the past couple of years, newly acquired hospitals have accounted for the majority of our growth. We continue to
focus on strategic growth through acquisition and integration of well-positioned hospitals in growing areas of the U.S. where
valuations are attractive and we can identify opportunities for improved financial performance through our management and
strategic initiatives. We are also focused on developing strategic partnerships with not-for-profit healthcare providers to achieve
growth in new regions. We believe that such opportunities remain strong as community hospitals continue to sec the benefits of
scale and the additional resources available through a partnership with a large organization such as ours. We believe that the
additional regulatory burdens imposed by healthcare reform initiatives are also causing hospitals to pursue strategic acquisitions
and partnerships.

In 2011, we formed Duke LifePoint Healthcare, a joint venture between LifePoint and a wholly-controlled affiliate of Duke
University Health System, Inc. (“Duke”), with a mission to own and operate community hospitals as well as improve the delivery
of healthcare services. We own a controlling interest in Duke LifePoint Healthcare. We believe this partnership, which combines
our operational resources and experience with Duke’s expertise in the development of clinical services and quality systems,
further strengthens our ability to acquire well-positioned hospitals. Since its formation in 2011, we have completed the
acquisition of twelve acute care hospitals through Duke LifePoint Healthcare, Additionally, in 2012, we entered into a joint
venture agreement with Norton Healthcare, Inc. to form the Regional Healthcare Network of Kentucky and Southern Indiana
(“RHN"), the purpose of which is to own and operate hospitals in non-urban communities in Kentucky and Southem Indiana.
Through RHN, we acquired Scott Memorial Hospital (“Scott Memorial”), a 25 bed critical access hospital located in Scottsburg,
Indiana, effective January 1,2013.
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Acquisitions

During the years ended December 31,2014, 2013 and 2012, through Duke LifePoint Healthcare, we acquired:

Conemaugh Health System (“Conemaugh”), which is comprised of Conemaugh Memorial Medical Center, a 470 bed acute
care hospital, 39 bed rehabilitation facility and 30 bed long-term care facility located in Johnstown, Pennsylvania,
Meyersdale Medical Center (“*Meyersdale™), a 20 bed critical access hospital located in Meyersdale, Pennsylvania, and
Miners Medical Center, a 30 bed acute care hospital located in Hastings, Pennsylvania, effective September 1, 2014;

Haywood Regional Medical Center (“Haywood™), a 169 bed acute care hospital located in Clyde, North Carolina, effective
August 1,2014;

WestCare Health System (“WestCare”), which is comprised of Harris Regional Hospital, an 86 bed acute care hospital
located in Sylva, North Carolina, and Swain County Hospital, a 48 bed critical access hospital located in Bryson City,
North Carolina, effective August 1,2014;

an 80% interest in an entity that owns and operates Rutherford Regional Hospital (“Rutherford”), a 143 bed acute care
hospital located in Rutherfordton, North Carolina, effective June 1,2014;

an 80% interest in an entity that owns and operates Wilson Medical Center (“Wilson”), a 294 bed hospital and 90 bed
long-term care facility located in Wilson, North Carolina, effective March 1,2014;

Marquette General Hospital (“Marquette General”), a 307 bed hospital system located in Marquette, Michigan, effective
September 1,2012; and

an 80% interest in an entity that owns and operates Twin County Regional Hospital (“Twin County”), a 141 bed hospital
located in Galax, Virginia, effective April 1,2012.

Additionally, during the years ended December 31,2013 and 2012, we acquired:

Bell Hospital (“Bell”), a 25 bed critical access hospital located in Ishpeming, Michigan, effective December 1, 2013

an 80% interest in an entity that owns and operates Portage Health (“Portage”), a 36 bed hospital and 60 bed long-term
care facility located in Hancock, Michigan, effective December 1,2013;

an 80% interest in an entity that owns and operates Fauquier Health (“Fauquier”), a 97 bed hospitat and 113 bed long-term
care facility located in Warrenton, Virginia, effective November 1,2013; and

Woods Memorial Hospital (“Woods Memorial”), a 72 bed hospital and 88 bed long-term care facility located in Etowah,
Tennessee, effective July 1,2012. Effective December 1, 2013, the operations of Woods Memorial were consolidated into
Athens Regional Medical Center located in Athens, Tennessee to form Starr Regional Medical Center.

Cost Management

We strive to improve our operating performance by making our revenue cycle processes more efficient, making an even higher
level of purchases through our group purchasing organization, operating more efficiently and effectively, and working to
appropriately standardize our policies, procedures and practices across all of our affiliated hospitals.

As part of our ongoing efforts to further manage costs and improve the results of our revenue cycle, we have partnered with a
third party to provide certain nonclinical business functions, including payroll processing, supply chain management and revenue
cycle functions, We believe this model is the most cost effective and efficient approach to managing these nonclinical business
functions across multi-facility enterprises.

Additionally, in connection with our efforts to responsibly manage purchasing costs, we participate along with other
healthcare companies in a group purchasing organization, HealthTrust Purchasing Group, which
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makes certain national supply and equipment contracts available to our facilities. We owned an approximate 4.6% equity interest
in this group purchasing organization at December 31,2014,

Operations

We seek to operate our hospitals in a manner that positions them to compete effectively and to further our mission of Making
Communities Healthier®. The operating strategies of our hospitals are determined largely by local hospital leadership and are
tailored to each of their respective communities. Generally, our overall operating strategy is to: (1) expand the breadth of services
offered at our hospitals in an effort to attract community patients that might otherwise leave their community for healthcare; (2)
recruit, attract and retain physicians interested in practicing in the non-urban communities where our hospitals are primarily
located; (3) recruit, retain and develop hospital executives and staff interested in working and living in the non-urban
communitics where our hospitals are primarily located; (4) negotiate favorable, facility-specific contracts with managed care and
other private third-party payors; and (5) efficiently leverage resources across all of our hospitals. In appropriate circumstances, we
may selectively acquire hospitals or other healthcare facilities where our operating strategies can improve performance.

As of December 31, 2014, with the exception of certain of our critical access hospitals, including Bluegrass Community
Hospital (“Bluegrass”), Bell and Meyersdale, all of our hospitals are accredited by the Joint Commission. With such accreditation,
our hospitals are deemed to meet the Medicare Conditions of Participation and are, therefore, eligible to participate in
govemment-sponsored provider programs, such as the Medicare and Medicaid programs. Bluegrass, Bell and Meyersdale
participate in the Medicare program by otherwise meeting the Medicare Conditions of Participation.

Services Provided and Peer Review

The range of services that can be offered at any of our hospitals depends significantly on the efforts, abilitics and experience of
the physicians on the medical staffs of our hospitals, most of whom have no long-term contractual relationship with us. Under state
laws and other licensing standards, hospital medical staffs are generally self-governing organizations subject to ultimate oversight
by a hospital’s local governing board. Our hospitals are staffed by licensed physicians who have been admitted to the medical
staffs of individual hospitals, and in many cases, credentialed (or authorized) to provide specialized services by the medical
executive (or other comparable) committees of the hospitals and the local govemning boards. The medical executive or other
applicable committees are generally comprised of physicians on a hospital’s medical staff, and the boards generally include
members of a hospital’s medical staff as well as community leaders. In addition to medical staff credentialing decisions, these
boards establish policies conceming medical, professional and ethical practices, monitor these practices, and are responsible for
reviewing these practices in order to determine that they conform to established standards of proper and appropriate medical care.
Although we maintain quality assurance programs to support and monitor quality of care standards and to meet accreditation and
regulatory requirements, decisions about whether physicians can practice at our hospitals, the scope of each such physician’s
practice, the oversight of the quality of the care being provided by such physicians, and physician disciplinary or corrective
actions are made or are the responsibility of the medical executive, peer review, quality assurance, utilization review, and other
related medical staff committees and the local govering boards at each hospital. As a result, our ability to address quality of care
and performance concems relating to non-employed physicians may be limited. We also monitor patient care evaluations and
other quality of care assessment activities on a regular basis.

Members of the medical staffs of our hospitals are free to serve on the medical staffs of hospitals not owned or operated by
LifePoint. Members of our medical staffs are free to terminate their affiliation with our hospitals or admit their patients to
competing hospitals at any time. Although we own a number of physician practices and, where permitted by law, employ some
physicians, the majority of the physicians who practice at our hospitals are not our employees. It is essential to our ongoing
business that we attract and retain skilled employees and an appropriate number of quality physicians and other healthcare
professionals in all specialties on our medical staffs.
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In our markets, physician recruitment and retention are affected by a shortage of physicians in certain sought-afier specialties,
the difficulties that physicians are experiencing in obtaining affordable malpractice insurance or finding insurers willing to
provide such insurance, and the challenges that can be associated with practicing medicine in small groups or independently.

Availability of Information

Our website is www.lifepointhospitals.com. We make available free of charge on this website under “Investor
Relations — SEC Filings” our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished as soon as reasonably practicable after we electronically file such materials with, or
fumish them to, the U.S. Securities and Exchange Commission (*SEC™).

Sources of Revenue

Our hospitals receive payment for patient services from the federal govemment primarily under the Medicare program, state
governments under their respective Medicaid programs, health maintenance organizations (*HMOs”), preferred provider
organizations (“PPOs”) and other private insurers, as well as directly from patients (“self-pay”).

Our revenues by payor and approximate percentages of revenues during the years specified below were as follows (in

millions):
Amount Ratio Amount Ratio Amount Ratio

Medicare $1,361.4 304% $1,1995 32.6% $1,1703 34.5%
Medicaid 619.8 138 517.0 14.1 494.6 14.6
HMOs, PPOs and other private insurers 2,476.7 55.2 1,876.1 51.0 1,645.5 48.5
Self-pay 744.9 16.6 766.5 20.8 653.9 19.3
Other 98.1 2.2 69.6 1.9 51.9 1.5
Revenues before provision for

doubtful accounts 5,300.9 1182 44287 1204 4,016.2 1184
Provision for doubtful accounts (817.8) (18.2) (750.4) 20.4) (624.4) (184)
Revenues £4.483.1 100.0% $3.678.3 100.0% $3,391.8 100.0%

Patients generally are not responsible for any difference between customary hospital charges and amounts reimbursed for the
services under Medicare, Medicaid, private insurance plans, HMOs or PPOs, but are responsible for services not covered by these
plans, exclusions, deductibles or co-payment features of their coverage. The amounts of exclusions, deductibles and co-payments
generally have been increasing each year as employers have been shifting a higher percentage of healthcare costs to employees.
During the year ended December 31, 2014, our self-pay revenues decreased primarily as a result of a shift from self-pay to
Medicaid and HMOs, PPOs and other private insuress for a portion of our patient population which primarily was a result of
healthcare reform and the expansion of Medicaid coverage in certain of the states in which we operate. At December 31,2014,
only eight of the states in which we operate are currently implementing expansions to their Medicaid programs. These reductions
partially offset trends our hospitals have experienced in recent years, including increases in self-pay revenues duetoa
combination of broad economic factors, including high levels of unemployment in many of our markets and increasing numbers
of individuals and employers who choose not to purchase insurance or who purchase insurance plans with high deductibles and
high co-payments.

Medicare

Our revenues from Medicare were approximately $1,361.4 million, or 30.4% of total revenues for the year ended December 31,
2014. Medicare provides hospital and medical insurance benefits, regardless of income, to persons age 65 and over, some disabled
persons and persons with end-stage renal disease. All of our hospitals are currently certified as providers of Medicare services.
Amounts received under the Medicare
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program are often significantly less than the hospital’s customary charges for the services provided. Since 2003, Congress and
CMS have made several sweeping changes to the Medicare program and its reimbursement methodologies, such as the
implementation of the prescription drug benefit that was created by the Medicare Prescription Drug, Improvement, and
Modemization Act 0f 2003 (the “MMA”) and the Patient Protection and Affordable Care Act and the Health Care and Education
Reconciliation Act of 2010 (collectively, the “Affordable Care Act”). Additionally, the Middle Class Tax Reliefand Job Creation
Act of 2012 and the American Taxpayer Relief Act 0of 2012 (“ATRA”) required further reductions in Medicare payments, and the
Budget Control Act of 2011 (“BCA™) imposed a 2% reduction in Medicare spending which began on April 1,2013.

Medicare Inpatient Prospective Payment System

Under the Medicare program, hospitals are reimbursed for the costs of acute care inpatient stays under an inpatient prospective
payment system (“IPPS”). Under the IPPS, our hospitals are paid a prospectively determined amount for each hospital discharge
that is based on the patient’s diagnosis. Specifically, each discharge is assigned to a Medicare severity diagnosis related group
(“MS-DRG"), which groups patients that have similar clinical conditions and that are expected to require a similar amount of
hospital resources, Each MS-DRG i, in tumn, assigned a relative weight that is prospectively set and that reflects the average
amount of resources, as determined on a national basis, that are needed to treat a patient with that particular diagnosis, compared
to the amount of hospital resources that are needed to treat the average Medicare inpatient stay. The IPPS payment for each
discharge is based on two national base payment rates or standardized amounts, one that covers hospital operating expenses and
another that covers hospital capital expenses. The base MS-DRG payment rate for operating expenses has two components, a labor
share and a non-labor share. Although the labor share is adjusted by a wage index to reflect geographical differences in the cost of
labor, the base MS-DRG payment rate does not consider the actual costs incurred by an individual hospital in providing a
particular inpatient service.

The base MS-DRG operating expense payment rate that is used by the Medicare program in the IPPS is adjusted by an update
factor on an annual basis. The index used to adjust the base MS-DRG payment rate, which is known as the “hospital market basket
index,” gives consideration to the inflation experienced by hospitals in purchasing goods and services. For federal fiscal years
(“FFYs”) 2015 (which began on October 1,2014 and will end on September 30, 2015), 2014 (which began on October 1, 2013 and
ended on September 30, 2014), and 2013 (which began on October 1, 2012 and ended on September 30, 2013), the hospital
market basket index increased 2.9%, 2.5%, and 2.6%, respectively. Generally, however, the percentage increase in the MS-DRG
payment rate has been lower than the projected increase in the cost of goods and services purchased by hospitals. In addition, as
mandated by the Affordable Care Act, the hospital market basket increases for FFY 2015, FFY 2014 and FFY 2013 were reduced
by CMS by 0.20%, 0.30% and 0.10%, respectively. For FFY 2012 and each subsequent fiscal year, as also mandated by the
Affordable Care Act, the market basket increase is reduced by a productivity adjustment equal to the 10-year moving average of
changes in annual economy-wide private nonfarm business multi-factor productivity. For FFY 2015, FFY 2014 and FFY 2013, the
productivity adjustment equated to a 0.5%, 0.5% and 0.7% reduction in the market basket increase, respectively. In addition, in
FFY 2013, FFY 2012 and FFY 2011, IPPS payment rates to hospitals were increased by 1.0%, decreased by 2.0% and decreased by
2.9%, respectively, for documentation and coding adjustments that were required by the Transitional Medical Assistance,
Abstinence Education, and Qualifying Individuals Programs Extension Act 0f 2007 (the “TMA Act”), and decreased by 0.8% in
both FFY 2015 and FFY 2014 for additional documentation and coding adjustments required by ATRA. The market basket
increase for FFY 2014 was also reduced by 0.2% to offset the cost of the changes that were implemented to the Medicare
program’s admission and medical review criteria for hospital inpatient admissions services in connection with the “two midnight
rule,” which is discussed in more detail below.

From FFY 2005 through 2007, the MMA required all acute care hospitals to participate in CMS's Hospital Inpatient Quality
Reporting Program (the “IQR Program”) in order to receive the full hospital market basket update. Beginning in FFY 2007, the
Deficit Reduction Act of 2005 (the “DRA”) expanded the number of quality measures that were required to be reported and
increased the reduction in reimbursement to hospitals that do not participate in the IQR Program from 0.4% to 2.0%. Beginning in
FFY 2015, hospitals that do not participate in the IQR Program will lose one-quarter of the percentage in their payment updates.
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Our hospitals reported all quality measures required by CMS related to the IQR Program and will receive the full market basket
update through FFY 2015.

On October 1, 2007, CMS replaced the previously existing 538 diagnosis related groups with 745 MS-DRGs. The MS-DRGs
are intended to more accurately reflect the cost of providing inpatient services and eliminate any incentives that hospitals may
have to only treat the healthiest and most profitable patients. The MS-DRGs were phased-in over a two year period, with FFY
2009, which began on October 1, 2008, being the first ycar that [PPS payments to hospitals were based entirely on the new MS-
DRGs.

To offset the effect of the coding and discharge classification changes that CMS believed would occur as hospitals
implemented the MS-DRG system, CMS established prospective documentation and coding adjustments to the national
standardized amounts of (1.2%) in FFY 2008 and (1.8%) in both FFYs 2009 and 2010. However, the TMA Act, which was enacted
on September 29, 2007, effectively decreased the reductions for FFYs 2008 and 2009 to (0.6%) and (0.9%), respectively. In
addition, the TMA Act required CMS to conduct a “look-back™ beginning in FFY 2010 and make appropriate changes to the
reduction percentages based on actual FFY 2008 and 2009 claims data. Based on its evaluation, CMS determined that IPPS
payments increased by 2.5% in FFY 2008 and 5.4% in FFY 2009 due solely to the implementation of the MS-DRG System. The
increases exceeded the cumulative prospective adjustments by 5.8% for FFYs 2008 and 2009, The TMA Act required CMS to
recoup the increase in spending in FFYs 2008 and 2009 by FFY 2012. In the IPPS final rule for FFY 2011, CMS reduced the
standardized amount by (2.9%), which represented half of the required retrospective adjustment. The remaining (2.9%)
retrospective reduction was implemented in FFY 2012, However, because the (2.9%) retrospective reduction that was made in FFY
2011 was restored in FFY 2012, the retrospective adjustment that was made in FFY 2012 was essentially negated. The (2.9%)
retrospective reduction that was made in FFY 2012 was restored in FFY 2013,

The TMA Act also required CMS to make an additional prospective cumulative adjustment of (3.9%) to eliminate the full
effect of the documentation and coding changes on future payments. The TMA Act gave CMS discretion as to the timing of the
implementation of the prospective documentation and coding adjustment, and CMS did not implement any portion of the
adjustment in FFYs 2010 and 2011. CMS did, however, implement a (2.0%) prospective documentation and coding adjustment in
FFY 2012 and completed the remaining (1.9%) prospective adjustment in FFY 2013.

In addition to the adjustments that were required by the TMA Act, ATRA, which was enacted on January 1,2013, required
CMS to recoup $11 billion from IPPS payments in FFYs 2014 through 2017 to offset an additional increase in aggregate payments
to hospitals that Congress believes occurred from FFY 2008 through 2013 solely as the result of the transition to the MS-DRG
system and was not recaptured by the adjustments that were mandated by the TMA Act. In FFY 2014 and FFY 2015, CMS applied
(0.8%) adjustments as part of the recovery process required by ATRA. CMS has indicated that it expects to make similar
adjustments in FFY 2016 and FFY 2017 to recover the remaining outstanding amount.

The following tables list our historical Medicare MS-DRG and capital payments for the years presented (in millions):

Medicare Medicare

MS-DRG Capital

Payments Payments
2014 3 5855 % 459
2013 $ 5355 % 41.7
2012 $ 5170 $ 41.1

In addition to MS-DRG and capital payments, hospitals may qualify for outlier payments for cases involving patients whose
treatment costs are extraordinarily high when compared to the costs of treating an average patient in the same DRG.

Hospitals may also qualify for Medicare disproportionate share hospital (‘DSH”) payments, if they treat a high percentage of
low-income patients, The adjustment is generally based on the hospital’s disproportionate patient percentage (“DPP”), which is
equal to the sum of the percentage of Medicare inpatient days attributable to patients eligible for both Medicare Part A and
Supplemental Security Income (SSI), and
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the percentage of total inpatient days attributable to patients eligible for Medicaid but not Medicare Part A, Hospitals whose DPP
meets or exceeds a specified threshold amount are eligible for a DSH payment adjustment. The Affordable Care Act requires
Medicare DSH payments to providers to be reduced by 75% beginning in FFY 2014, subject to adjustment if the Affordable Care
Act does not decrease uncompensated care to the extent anticipated. The amount that is withheld will be reduced by the
percentage change in uninsured individuals under the age of 65 from 2013 to the current year (as normalized to reflect the October
| commencement date for each FFY) minus 0.1% in FFY 2014 and minus 0.2% in FFY 2015 and then paid as additional payments
to DSH hospitals based on the amount of uncompensated care provided by each hospital relative to the amount of uncompensated
care provided by all hospitals receiving DSH payments during the applicable time period. The IPPS final rule for FFY 2015
established the uncompensated care amount which will be distributed to qualifying hospitals in FFY 2015 at $7.65 billion, down
from $9.05 billion in FFY 2014, Medicare DSH payments received in the aggregate by our hospitals for2014,2013 and 2012 were
approximately $73.5 million, $67.8 million and $68.8 million, respectively.

“Two Midnight Rule”

In addition, CMS has issued the “two midnight rule,” which revised its longstanding guidance to hospitals and physicians
relating to when hospital inpatient admissions are deemed to be reasonable and necessary for payment under Medicare Part A and
provides that, in addition to services that are designated as inpatient-only, surgical procedures, diagnostic tests and other
treatments are generally only appropriate for inpatient hospital admission and payment under Medicare Part A when the physician
(i) expects the beneficiary to require a stay that crosses at least two midnights and (ii) admits the beneficiary to the hospital based
upon that expectation. CMS is prohibited from allowing recovery auditors to conduct inpatient hospital status reviews on claims
with dates of admission October 1, 2013 through March 31,2015, but, in the future, reviews could be conducted on claims with
dates of'admission after that time.

While the IPPS final rule for FFY 2014 became effective on October 1, 2013, CMS initially indicated that, for a period 0f 90
days after the effective date of the rule, it would not permit recovery auditors and other Medicare review contractors to review
inpatient admissions of one midnight or less that began between October 1, 2013 and December 31,2013, CMS subsequently
extended that delay to inpatient admissions that occur on or prior to September 30, 2014, CMS did, however, instruct Medicare
Administrative Contractors (“MACs”) to review, on a pre-payment basis, a small sample (approximately 10 - 25) of inpatient
hospital claims relating to admissions that occur between March 31,2014 and September 30, 2014, and that span less than two
midnights after admission in order to determine each hospital’s compliance with the new inpatient admission and medical review
criteria. Hospitals can rebill denied inpatient hospital admissions in accordance with the rule.

On April 1,2014, President Obama signed the Protecting Access to Medicare Act 0f 2014 (‘PAMA”) into law. Among other
things, PAMA prohibits CMS from allowing recovery auditors to conduct inpatient hospital patient status reviews on claims with
dates of admission October 1, 2013 through March 31,2015, and permits CMS to continue to allow MACs to review, on a pre-
payment basis, a small sample of inpatient hospital claims relating to admissions that span less than two midnights and that occur
on orafter October 1,2013 but before March 31,2015, in order to determine hospital compliance with the new inpatient
admission and medical review criteria.

On May 15,2014, CMS solicited comments in the IPPS proposed rule for FFY 2015 regarding the development of'an
altemative payment methodology under the Medicare program for short inpatient hospital stays. Among other things, CMS is
seeking input on how to define a short inpatient hospital stay for Medicare payment purposes and how to determine the
appropriate payment amounts for short inpatient hospital stays. In the IPPS final rule for FFY 2015, CMS indicated it would
consider the comments received in future rulemaking.

We cannot predict whether Congress or CMS will further delay the review of inpatient admissions of one midnight or less by
recovery auditors or other Medicare review contractors or the impact that any such reviews will have on our business and results of
operations when they are allowed by CMS. In addition, legislation has been introduced in Congress that, among other things,
would generally prohibit Medicare review contractors from denying claims due to the length of a patient’s stay or a determination
that services
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could have been provided in an outpatient setting and require CMS to develop a new payment methodology for services that are
provided during short inpatient hospital stays. Federal lawsuits have also been filed challenging the two midnight rule primarily
on the grounds that the implementation of the rule itself, and the payment reduction associated with the rule (i.e., 0.2% IPPS
payment reduction to hospitals) violate the Administrative Procedure Act. We cannot predict whether the legislation that has been
introduced in Congress will be adopted or, if adopted, the amount of reimbursement that would be paid under any alternative
payment methodology that is developed by CMS. We also cannot predict whether the federal court challenges to the two
midnight rule will be successful.

Medicare Hospital Outpatient Prospective Payment System

The Balanced Budget Refinement Act of 1999 (“BBRA”) established a prospective payment system for outpatient hospital
services that commenced on August 1, 2000. Under Medicare’s hospital outpatient prospective payment system (“OPPS”™),
hospital outpatient services are classified into groups called ambulatory payment classifications (*APCs”). Services in each APC
are clinically similar and are similar in terms of the resources they require. Depending on the services provided, a hospital may be
paid for more than one APC for an encounter. CMS establishes a payment rate for each APC by multiplying the scaled relative
weight for the APC by a conversion factor. The payment rate is further adjusted to reflect geographic wage differences. The APC
conversion factors for calendar years (“CYs")2015,2014 and 2013 were $74.144,$72.672 and $71.313, respectively, afier the
inclusion ofthe 0.7% reduction for CY 2015, the 0.8% reduction for CY 2014, and the 0.8% reduction for CY 2013 that were
required by the Affordable Care Act. APC classifications and payment rates are reviewed and adjusted on an annual basis, and,
historically, the rate of increase in payments for hospital outpatient services has been higher than the rate of increase in payments
for inpatient services. To receive the full increase, hospitals must satisfy the reporting requirements of the Hospital Outpatient
Quality Data Reporting Program (the “HOPQDRP”), Hospitals that do not satisfy the reporting requirements of the HOPQDRP are
subject to a reduction of 2.0% from the fee schedule increase factor. Our hospitals reported all quality measures required by CMS
for HOPQDRP and will receive the full market basket update through CY 2015,

The following table lists our historical Medicare APC payments for the years presented (in millions):

Medicare
APC Payments
2014 § 387.4
2013 ) 3284
2012 ] 309.2

Medicare Dependent and Low Volume Hospital Programs

On December 26,2013, the Pathway for SGR Reform Act 0f 2013 (the “Pathway Act™) was enacted. Among other things, the
Pathway Act extended through March 31,2014, the Medicare dependent hospital program, which provides enhanced payment
support for rural hospitals that have no more than 100 beds and at least 60% of their inpatient days or discharges covered by
Medicare, and the Medicare low volume hospital program, which provides additional Medicare reimbursement for general acute
care hospitals that are located a certain distance from another general acute care hospital and have less than a certain number of
Medicare discharges each fiscal year, PAMA extended both of these programs through March 31, 2015. If the Medicare dependent
hospital program and Medicare low volume hospital program are not extended beyond March 31,2015, we anticipate that our
reimbursement will be reduced by approximately $12.8 million for 2015,

Medicare Bad Debt Reimbursement

Under Medicare, the costs attributable to the deductible and coinsurance amounts that follow reasonable collection efforts and
remain unpaid by Medicare beneficiaries can be added to the Medicare share of allowable costs as cost reports are filed. Hospitals
generally receive interim pass-through payments during the cost report year which were determined by the fiscal intermediary
from the prior cost report filing.

The amounts uncollectible from specific beneficiaries are to be charged off as bad debts in the accounting period in which the
accounts are deemed to be worthless. In some cases, an amount previously written offas a bad debt and allocated to the program
may be recovered in a subsequent accounting period, In these cases,
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the recoveries must be used to reduce the cost of beneficiary services for the period in which the collection is made. In determining
reasonable costs for hospitals, the amount of bad debts otherwise treated as allowable costs is reduced by 35%. Under this
program, our hospitals received an aggregate of approximately $18.1 million, $21.7 million and $20.2 million for 2014,2013 and
2012, respectively.

Physician Services

Physician services are reimbursed under the Medicare physician fee schedule (“PFS”) system, under which CMS has assigned a
national relative value unit (*RVU”) to most medical procedures and services that reflects the various resources required by a
physician to provide the services relative to all other services. Each RVU is calculated based on a combination of work required in
terms of time and intensity of effort for the service, practice expense (overhead) attributable to the service and malpractice
insurance expense attributable to the service. These three elements are each modified by a geographic adjustment factor to
account for local practice costs then aggregated. The aggregated amount is multiplied by a conversion factor that accounts for
inflation and targeted growth in Medicare expenditures (as calculated by the sustainable growth rate (“SGR™)) to arrive at the
payment amount for cach service. While RVUs for various services may change in a given year, any alterations are required by
statute to be virtually budget neutral.

The PFS rates are adjusted each year, and reductions in both current and future payments are anticipated. The SGR formula, if
implemented as mandated by statute, would result in significant reductions to payments under the PFS. Since 2003, Congress has
passed multiple legislative acts delaying application of the SGR to the PFS. For CY 2014, CMS issued a final rule that would have
applied the SGR and resulted in an aggregate reduction of 20.1% to all physician payments under the PFS for CY 2014, The
Pathway Act delayed application of the SGR and provided fora 0.5% increase in PFS payment rates through March 31,2014,
PAMA extended the 0.5% increase in PFS payment rates established by the Pathway Act through December 31,2014, and also
provided that there will be no increase to the CY 2015 PFS from January 1,2015, through March 31, 2015, For the remainder of
CY 2015, CMS has issued a final rule that will apply the SGR and result in a 21.2% reduction in PFS rates.

Medicaid

Our revenues under the various state Medicaid programs, including state-funded managed care programs, were approximately
$619.8 million, or 13.8% of'total revenues for the year ended December 31,2014, These payments are typically based on fixed
rates determined by the individual states, Included in these payments are DSH and other supplemental payments received under
various state Medicaid programs. For 2014, 2013 and 2012, our revenues attributable to DSH and other supplemental payments
were approximately $155.7 million, $128.7 million and $119.7 million, respectively. The increase in revenues from DSH and
other supplemental payments is primarily attributable to additional funding provided by certain states, which was made available
in part by additional annual state provider taxes on certain of our hospitals and changes in classification of state programs,

Medicaid programs are funded by both the federal government and state govermnments to provide healthcare benefits to certain
low-income individuals and groups. These programs and the reimbursement methodologies are administered by the states and
vary from state to state and from year to year, Amounts received under the Medicaid programs are often significantly less than the
hospital’s customary charges for the services provided. Most state Medicaid payments are made under a prospective payment
system, fee schedule, cost reimbursement programs, or some combination of these three methods.

Many states in which we operate are facing budgetary challenges and have adopted, or may be considering, legislation that is
intended to control or reduce Medicaid expenditures, enroll Medicaid recipients in managed care programs, and/or impose
additional taxes on hospitals to help finance or expand their Medicaid programs. Budget cuts, federal or state legislation, or other
changes in the administration or interpretation of government health programs by govemment agencies or contracted managed
care organizations could have a material adverse effect on our financial position and results of operations.
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Annual Cost Reports

Hospitals participating in the Medicare and some Medicaid programs, whether paid on a reasonable cost basis or undera
prospective payment system, are required to meet certain financial reporting requirements, Federal and, where applicable, state
regulations require submission of annual cost reports identifying medical costs and expenses associated with the services provided
by each hospital to Medicare beneficiaries and Medicaid recipients.

Annual cost reports required under the Medicare and some Medicaid programs are subject to routine governmental audits.
These audits may result in adjustments to the amounts ultimately determined to be payable to us under these reimbursement
programs, Finalization of these audits often takes several years. Providers may appeal any final determination made in connection
with an audit.

Recovery Audit Contractors

In 2005, CMS began using recovery audit contractors (“RACs”) to detect Medicare overpayments not identified through
existing claims review mechanisms. The RAC program relies on private companies to examine Medicare claims filed by
healthcare providers. RACs perform post-discharge audits of medical records to identify Medicare overpayments resulting from
incorrect payment amounts, non-covered services, medically unnecessary services, incorrectly coded services, and duplicate
services and arc paid on a contingency basis. RACs have the authority to look back at claims up to five years old, provided that
the claim was paid on or after October 1, 2007. Any claims identified as overpayments are subject to a RAC program appeals
process. The RAC program began as a demonstration project in five states and was made permanent by the Tax Reliefand Health
Care Act 0f 2006. The permanent RAC program was gradually expanded across the U.S. in 2008 and 2009 and is currently
operating in all 50 states. The Affordable Care Act further expanded the use of RACs and required each state to establish a
Medicaid RAC program by January 1,2012.

The original recovery audit contracts expired in February 2014, and CMS is in the process of procuring new agreements for the
RAC program, However, a number of pre and post-award contests have been filed in connection with the procurement process,
due, in large par, to the payment and other reforms CMS is attempting to implement to the RAC program through the new
contracts, and it is unlikely that any of those contests will be resolved prior to the second halfof2015. As a result, CMS has
extended, on a limited basis, the current recovery audit contracts through December 31, 2015, but is only allowing the RACs to
conduct certain automated reviews and a limited number of complex reviews on topics that are selected by CMS,

Although we believe our claims for reimbursement submitted to the Medicare and Medicaid programs are accurate, many of
our hospitals have had Medicare claims audited by the RAC program, While our hospitals have successfully appealed many of the
adverse determinations raised by Medicare RAC audits, we cannot predict if this trend will continue or the results of any future
audits. We cannot predict the volume or outcome of any future audits conducted by the various state Medicaid RAC programs to
which our hospitals will be subject. In September 2014, in response to concems that the Medicare program’s denials of
reimbursement for short-term care have caused a significant growth in claim appeals, CMS announced that it was offering an
administrative agreement to any hospital willing to withdraw its pending appeals in exchange for timely partial payment in an
amount equal to 68% of'the net allowable amount of the claims at issue. During the year ended December 31,2014, we
participated in that administrative agreement and withdrew certain of our pending appeals for claims previously denied under the
RAC program in exchange for payments that resulted in an increase to revenue of approximately $4.5 million. Additionally,
during the year ended December 31, 2014, we were successful in appealing many of our previous adverse RAC determinations.
Accordingly, during the year ended December 31,2014, including both our participation in the CMS administrative agreement, as
well as our success in appealing adverse RAC determinations, we recognized additional revenue of approximately $9.1 million.
During the years ended December 31,2013 and 2012, RAC audits resulted in reductions to revenue of approximately $6.8 million
and $16.9 million, respectively.
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HMOs, PPOs and Other Private Insurers

In addition to govemiment programs, our hospitals are reimbursed by differing types of private payors including HMOs, PPOs,
other private insurance companies and employers. Also included in this category are the patient responsibility portions for co-
payment and deductible obligations under these programs. Our revenues from HMOs, PPOs and other private insurers were
approximately $2,476.7 million, or 55.2% of total revenues for the year ended December 31, 2014, To attract additional volume,
most of our hospitals offer discounts from established charges to certain large group purchasers of healthcare services, These
discount programs often limit our ability to increase charges in response to increasing costs. Generally, patients covered by HMOs,
PPOs and other private insurers will be responsible for certain co-payments and deductibles.

Self-pay and Charity Care

Self-pay revenues are derived from patients who do not have any form of healthcare coverage. Our revenues from self-pay
patients were approximately $744.9 million, or 16.6% of'total revenues for the year ended December 31, 2014, The revenues
associated with self-pay patients are generally reported at our gross charges. We evaluate these patients, after the patient’s medical
condition is determined to be stable, for qualifications of Medicaid or other governmental assistance programs, as well as our local
hospital’s policy for charity care. We do not report a charity care patient’s charges in revenues or in the provision for doubtful
accounts as it is our policy not to pursue collection of amounts related to these patients.

A significant portion of self-pay patients are admitted through the emergency department and often require high-acuity
treatment, High-acuity treatment is more costly to provide and, therefore, results in higher billings. During the year ended
December 31, 2014, our self-pay revenues decreased primarily as a result of a shift from sclf-pay to Medicaid and HMOs, PPOs and
other private insurers for a portion of our patient population which primarily was a result of healthcare reform and the expansion of
Medicaid coverage in certain of the states in which we operate. These reductions partially offset trends our hospitals have
experienced in recent years, including increases in self-pay revenues due to a combination of broad economic factors, including
high levels of unemployment in many of our markets and increasing numbers of individuals and employers who choose not to
purchase insurance or who purchase insurance plans with high deductibles and high co-payments,

The following table lists our self-pay revenues and charity care write-offs for the years presented (in millions):

Charity
Self-Pay Care Combined
Revenues Write-Offs Total
2014 $ 7449 % 809 § 825.8
2013 $ 7665 § 1321 § 898.6
2012 $ 6539 § 1125 § 766.4

Provision for Doubtful Accounts

To provide for accounts receivable that could become uncollectible in the future, we establish an allowance for doubtful
accounts to reduce the carrying value of such receivables to their estimated net realizable value. The primary uncertainty lies with
uninsured patient receivables and deductibles, co-payments or other amounts due from individual patients. Our provision for
doubtful accounts had the effect of reducing total revenues by approximately $817.8 million, or 18.2% of'total revenues for the
year ended December 31,2014, Prior to 2014, our provision for doubtful accounts as a percentage of revenue increased steadily
year over year as a result of increases in our self-pay revenues. During the year ended December 31, 2014, our self-pay revenues
decreased primarily as a result of a shift from self-pay to Medicaid and HMOs, PPOs and other private insurers for a portion of our
patient population, which primarily was a result of healthcare reform and the expansion of Medicaid coverage in certain of the
states in which we operate. As a result, for the year ended December 31,2014, our provision for doubtful accounts as a percentage
of revenue also decreased.

We have an established process to determine the adequacy of the allowance for doubtful accounts that relies on a number of
analytical tools and benchmarks to arrive at a reasonable allowance. No single statistic or measurement determines the adequacy
of the allowance for doubtful accounts. Some of the analytical tools that we utilize include, but are not limited to, historical cash
collection experience, revenue trends by payor classification and revenue days in accounts receivable.
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Health Care Reform

The Affordable Care Act dramatically altered the U.S, healthcare system and was intended to decrease the number of uninsured
Americans and reduce the overall cost of healthcare. The Affordable Care Act attempts to achieve these goals by, among other
things, requiring most Americans to obtain health insurance, providing additional funding for Medicaid in states that choose to
expand their programs, reducing Medicare and Medicaid DSH payments to providers, expanding the Medicare program’s use of
value-based purchasing programs, tying hospital payments to the satisfaction of certain quality criteria, bundling payments to
hospitals and other providers, and instituting certain private health insurance reforms. Although some of the measures contained
in the Affordable Care Act did not take effect until 2014 or do not take effect until later, certain of the reductions in Medicare
spending, such as ncgative adjustments to the Medicare hospital inpatient and outpatient prospective payment system market
basket updates and the incorporation of productivity adjustments to the Medicare program’s annual inflation updates, became
effective priorto 2014. During 2014, and primarily as a result of the expansion of health insurance coverage, we experienced an
increase in revenues from providing care to certain previously uninsured individuals. While we expect this trend to continue, the
future impact and timing of such expansion remains difficult to predict, will be gradual and may not offset scheduled decreases in
reimbursement.

There have been and likely will continue to be a number of legal challenges to various provisions of the Affordable Care Act.
Forexample, in 2012, the U.S. Supreme Court upheld the constitutionality of the Affordable Care Act, including the “individual
mandate” provisions of the Affordable Care Act that generally require all individuals to obtain healthcare insurance or pay a
penalty. However, the U.S. Supreme Court also held that the provision of the Affordable Care Act that authorized the Secretary of
the Department of Health and Human Services (“HHS”) to penalize states that choose not to participate in the expansion of the
Medicaid program by removing all of their existing Medicaid funding was unconstitutional. As a result, at December 31,2014,
only eight of the states in which we operate are currently implementing expansions to their Medicaid programs. Accordingly,
some low-income persons in other states that are not expanding Medicaid may not have insurance coverage as intended by the
Affordable Care Act. In addition, the U.S. Supreme Court has agreed to hear a case known as King v. Burwell during 2015, This
case challenges the extension of premium subsidies to individuals residing in the 37 states that have federally-run health
insurance exchanges. Ifthe U.S. Supreme Court decides that the Affordable Care Act does not authorize premium subsidies to
federally-run health insurance exchange participants, premium subsidies for individuals purchasing their insurance through
federally-run health insurance exchanges would become unavailable and would likely result in many of those individuals
dropping their coverage and increasing the number of uninsured.

The Affordable Care Act changes how healthcare services are covered, delivered, and reimbursed. The net effect of the
Affordable Care Act on our business is subject to numerous variables, including the law’s complexity, lack of complete
implementing regulations and interpretive guidance, gradual implementation and possible amendment, as well as the uncertainty
as to the extent to which states will choose to expand their Medicaid programs and the extent to which individuals will elect
coverage. In addition, a number of the provisions of the Affordable Care Act that were scheduled to become effective in 2014,
such as the employer mandate, the Small Business Health Option Program, and the state-run exchange verification of income and
Medicaid agency electronic notification of eligibility for tax credit and subsidy requirements, have been delayed until 2015 or
2016, and additional delays in the implementation of these or other provisions of the Affordable Care Act could be imposed in the
future. As a result, we are unable to predict with any certainty the net effect on our business, financial condition or results of
operations of the expected increases in insured individuals using our facilities, the reductions in government healthcare
reimbursement spending, and numerous other provisions of the Affordable Care Act that may affect us. We are also unable to
predict with a high level of precision how providers, payors, employers and other market participants will continue to respond to
the various reform provisions because many provisions will not be implemented for several years under the Affordable Care Act’s
implementation schedule. Furthemmore, several bills have been and may continue to be introduced in Congress to delay, defund or
repeal implementation of or amend significant provisions of the Affordable Care Act, and the results of such legislative efforts may
impact our business in the future.
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Expanded Coverage

Based on original Congressional Budget Office (*CBO”) and CMS estimates, by 2019, the Affordable Care Act was expected
to expand coverage to 32 to 34 million additional individuals (resulting in coverage of an estimated 94% of'the legal U.S.
population). This increased coverage was expected to occur through a combination of public program expansion and private
sector health insurance and other reforms. However, in July 2012, the CBO revised its estimate to reflect the impact of the U.S,
Supreme Court's determination that the provision of the Affordable Care Act that authorized the Secretary of HHS to penalize
states that choose not to participate in the expansion of the Medicaid program was unconstitutional. On January 26,2015, the
CBO projected, as a result of the U.S. Supreme Court’s decision and other factors, that there will be four million more uninsured
individuals in 2015 and three million more uninsured individuals in 2022 than originally projected.

Medicaid Expansion

The primary public program coverage expansion will occur through changes in Medicaid, and to a lesser extent, expansion of
the Children's Health Insurance Program (“CHIP"). The most significant changes will expand the categories of individuals eligible
for Medicaid coverage and permit individuals with relatively higher incomes to qualify. The federal govemment reimburses the
majority of a state’s Medicaid expenses, and it conditions its payment on the state meeting certain requirements, The federal
govemment currently requires that states provide coverage for only limited categories of low-income adults under 65 years old
(e.g., women who are pregnant, and the blind or disabled). In addition, the income level required for individuals and families to
qualify for Medicaid varies widely from state to state.

The Affordable Care Act materially changed the requirements for Medicaid eligibility. As originally enacted, commencing
January 1,2014, the Affordable Care Act essentially required all state Medicaid programs to provide Medicaid coverage to
virtually ati adults under 65 years old with incomes at or under 133% of the federal poverty level (“FPL”). In addition, the
Affordable Care Act also required states to apply a “5% income disregard” to the Medicaid eligibility standard, so that Medicaid
eligibility would effectively be extended to those with incomes up to 138% of the FPL. To offset the cost of the Medicaid
program’s expansion, the Affordable Care Act authorized the federal govemment to provide states with “matching funds” (referred
to as “Enhanced FMAP”) to cover the costs of covering the newly eligible individuals. Beginning in 2014, states began receiving
an Enhanced FMARP for the individuals enrolled in Medicaid pursuant to the Affordable Care Act. The Enhanced FMAP
percentage is as follows: 100% for CYs 2014 through 2016; 95% in 2017; 94% in 2018; 93% in 2019; and 90% in 2020 and
thereafter. It is currently anticipated that the new eligibility requirements will expand Medicaid and CHIP coverage by an
estimated 11 million individuals in 2015 and 16 million individuals in 2022, with a disproportionately large percentage of the
new Medicaid coverage likely to be in states that currently have relatively low income eligibility requirements.

In 2012, the U.S. Supreme Court held that the provision of the Affordable Care Act that authorized the Secretary of HHS to
penalize states that choose not to participate in the expansion of the Medicaid program by removing all of their existing Medicaid
funding was unconstitutional. As a result, the expansion of the Medicaid program to all individuals under 65 years old with
incomes at or under 133% of FPL is now optional. CMS has stated that there is no deadline for states to determine whether they
will expand their Medicaid programs and has indicated that if a state does decide to expand its Medicaid program, it may also
decide to drop the expanded coverage at a later date. While the CBO estimates that the U.S. Supreme Court’s decision will likely
result in the Medicaid and CHIP programs covering four million fewer individuals in 2022, it is unclear how many states will elect
to implement the Medicaid expansion and when that expansion will occur. Therefore, we are unable to predict the future impact of
the Medicaid expansion on our business model, financial condition or result of operations.

The Affordable Care Act also provides that the federal government will subsidize states that create non-Medicaid plans for
residents whose incomes are greater than 133% of the FPL but do not exceed 200% of the FPL.. Approved state plans will be
eligible to receive federal funding. The amount of that funding per individual will be equal to 95% of subsidies that would have
been provided for that individual had he or she enrolled in a health plan offered through one of the health insurance exchanges
(the “Exchanges™), as discussed below.
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In addition, beginning in 2014, the Affordable Care Act allows Medicaid participating hospitals to make presumptive
determinations of Medicaid eligibility for certain categories of individuals, such as pregnant women, infants, children, and parents
and other caretaker relatives and their spouses. If an individual is found to be presumptively eligible for Medicaid benefits, the
hospital will get paid for the services it provides during the temporary presumptive eligibility period, just as though the patient
were already enrolled in the Medicaid program. However, states have significant flexibility in developing their state-specific
presumptive eligibility rules and can establish standards that hospitals must meet in order to make presumptive eligibility
determinations. For example, a state may impose standards related to the accuracy of a hospital’s presumptive eligibility
determinations, require hospitals to tell individuals how to apply for and obtain a full Medicaid application, establish policies
that require hospitals to assist individuals in completing a Medicaid application, and develop proficiency standards, trainings,
and audits with which hospitals must comply. If a presumptive eligibility determination is made in accordance with the applicable
federal and state presumptive eligibility requirements, a state will not be permitted to recoup money from the hospital for the
services that were rendered during the presumptive eligibility period. A state may, however, disqualify a hospital from making
future presumptive eligibility determinations if the hospital does not meet the state’s established performance standards.

Historically, states often have attempted to reduce Medicaid spending by limiting benefits and tightening Medicaid eligibility
requirements. Effective March 23, 2010, the Affordable Care Act required states to at least maintain Medicaid eligibility standards
established prior to the enactment of the law for adults until January 1, 2014 and for children until October 1,2019. States with
budget deficits may, however, seek exemptions from this requirement, but only to address ligibility standards that apply to adults
making more than 133% of the FPL.

Private Sector Expansion

The expansion of health coverage through the private sector as a result of the Affordable Care Act will occur through new
requirements on health insurers, employers and individuals, Commencing January 1, 2014, health insurance companies were
prohibited from imposing annual coverage limits, dropping coverage, excluding persons based upon pre-existing conditions or
denying coverage for any individual who is willing to pay the premiums for such coverage. Since January 1,2011, each health
plan has been required to keep its annual non-medical costs lower than 15% of premium revenue for the group market and lower
than 20% in the small group and individual markets or rebate its enrollees the amount spent in excess of the percentage. In
addition, since September 23,2010, health insurers have not been permitted to deny coverage to children based upon a pre-
existing condition and must allow dependent care coverage for children up to 26 years old.

Larger employers will be subject to new requirements and incentives to provide health insurance benefits to their full time
employecs. Effective January 1, 2015, employers with 100 or more employees that do not offer health insurance to 70% of their
full-time employees and their dependents are subject to a penalty ifan employee obtains coverage through one of the newly
created Exchanges and the coverage is subsidized by the government, Effective January 1, 2016, that requirement will be
extended to employers with 50 to 99 employees, and all employers subject to the requirement will be required to offer health
insurance coverage to 95% of their full-time employees and their dependents in order to avoid penalties. The employer penalties
will range from $2,000 to $3,000 per employee, subject to certain thresholds and conditions.

As enacted, the Affordable Care Act uses various means to induce individuals who do not have health insurance to obtain
coverage. As of January 1, 2014, individuals were required to maintain health insurance for a minimum defined set of benefits or
pay a tax penalty; however, individuals technically had until March 31,2014 to obtain insurance. The penalty in most cases is
$95 in 2014, $325in 2015, $695 in 2016, and indexed to a cost of living adjustment in subsequent years. The Intemal Revenue
Service (“IRS™), in consultation with HHS, is responsible for enforcing the tax penalty, although the Affordable Care Act limits the
availability of certain IRS enforcement mechanisms, In addition, for individuals and families below 400% of the FPL, the cost of
obtaining health insurance will be subsidized by the federal govemment. Those with lower incomes will be eligible to receive
greater subsidies. It is anticipated that those at the lowest income levels will have the majority of their premiums subsidized by the
federal government, in some cases in excess of 95% of the premium amount. To facilitate the purchase of health insurance by
individuals and small employers, each state was required to establish an Exchange by January 1,2014. Based on CBO estimates,
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approximately 25 million individuals will obtain their health insurance coverage through an Exchange by 2019. The Affordable
Care Act requires that the Exchanges be designed to make the process of evaluating, comparing and acquiring coverage simple for
consumers, Health insurers participating in the Exchange must offer a set of minimum benefits to be defined by HHS and may offer
more benefits, and must offer at least two, and up to five, levels of plans that vary by the percentage of medical expenses that must
be paid by the enrollee. Each level of plan must require the enrollee to share certain specified percentages of medical expenses up
to the deductible/co-payment limit, Health insurers may establish varying deductible/co-payment levels, up to the statutory
maximum (estimated to be between $6,000 and $7,000 for an individual). The health insurers must cover 100% of the amount of
medical expenses in excess of the deductible/co-payment limit. For example, an individual making 100% to 200% of the FPL will
have co-payments and deductibles reduced to about one-third of the amount payable by those with the same plan with incomes at
or above 400% of the FPL.

Any benefits to us from the expansion of private sector coverage depend in large part on our success in contracting with payors
whose policies are listed on the Exchanges, We currently have contracts with Exchange payors in every state in which we operate,
and the reimbursement rates paid under those contracts generally are comparable to that paid to us by other private payors,

Public Program Spending

The Affordable Care Act provides for Medicare, Medicaid and other federal healthcare program spending reductions between
2010 and 2019. The CBO previously estimated that these program spending reductions would include $156 billion in Medicare
fee-for-service market basket and productivity reimbursement reductions for all providers, the majority of which would come from
hospitals. CMS previously set this estimate at $233 billion. The CBO’s estimate also included an additional $36 billion in
reductions of Medicare and Medicaid DSH funding ($22 billion for Medicare and $14 billion for Medicaid). The CMS estimate
included an additional $64 billion in reductions of Medicare and Medicaid DSH funding, with $50 billion of the reductions
coming from Medicare.

Payments for Hospitals

Under the Medicare program, hospitals receive reimbursement for general, acute care hospital inpatient services under the
IPPS. CMS establishes fixed IPPS payment amounts per inpatient discharge based on the patient’s assigned MS-DRG. These MS-
DRG rates are updated each FFY, which begins October 1, using the hospital market basket index, which takes into account
inflation experienced by hospitals and other entities outside the healthcare industry in purchasing goods and services.

The Affordable Care Act provides for a number of types of annual reductions in the market basket. One is a general reduction
of a specified percentage each FFY starting in 2010 and extending through 2019, These reductions are as follows: FFY 2010,
0.25% for discharges occurring on orafter April 1,2010; 2011 (0.25%); 2012 (0.1%); 2013 (0.1%); 2014 (0.3%); 2015 (0.2%);
2016 (0.2%); 2017 (0.75%); 2018 (0.75%); and 2019 (0.75%).

Another type of reduction to the market basket is a “productivity adjustment” that was implemented by HHS beginning in FFY
2012, The amount of that reduction is the projected nationwide productivity gains over the preceding 10 years, To determine the
projection, HHS uses the Bureau of Labor Statistics (“BLS”) 10-year moving average of changes in specified economy-wide
productivity (the BLS data is typically a few years old). The Affordable Care Act does not contain guidelines for HHS to use in
projecting the productivity figure. The market basket update for FFY 2015, FFY 2014 and FFY 2013 was reduced by 0.5%, 0.5%
and 0.7%, respectively, as a result of this productivity adjustment,

Additional types of reductions include reductions in connection with Medicare’s value-based purchasing program, Hospital-
Acquired Condition (HAC) Reduction Program and Hospital Readmission Reduction Program, all of which are discussed in more
detail below.

In addition to those reductions, there may be other upward or downward adjustments that CMS makes to the annual market
basket update in any year, making it impracticable to predict in advance the overall impact on MS-DRG rates.
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Quality-Based Payment Adjustments and Reductions for Inpatient Services

The Affordable Care Act established or expanded provisions to promote value-based purchasing and to link payments to
quality and efficiency. Among other things, it requires HHS to implement a value-based purchasing program for inpatient hospital
services. This program applied beginning in FFY 2013 to payments for discharges occuming on or after October 1,2012, and
rewards hospitals based either on how well the hospitals perform on certain quality measures or how much the hospitals’
performance improves on certain quality measures from their performance during a baseline period. As part of the program, the
Affordable Care Act requires HHS to reduce inpatient hospital payments for all discharges by a percentage beginning at 1.0% in
FFY 2013 and increasing by 0.25% for each fiscal year up to 2.0% in FFY 2017 and subsequent years. HHS will pool the amount
collected from these reductions to fund payments to reward hospitals that meet and exceed certain quality performance standards
established by HHS. Under the program, each hospital’s performance is evaluated during a specified performance period, and
hospitals receive points on each of a number of pre-determined measures based on the higher of (i) their level of achievement
relative to an established standard or (ii) their improvement in performance from their performance during a prior baseline period.
Each hospital’s combined scores on all the measures are translated into value-based incentive payments beginning with inpatient
discharges occurring on or after October 1, 2012, Hospitals that receive higher total performance scores receive higher incentive
payments than those that receive lower total performance scores. Because the Affordable Care Act provides that the funds pooled
and otherwise sct aside for the value-based purchasing program will be fully distributed, hospitals with high scores may receive
greater reimbursement under the value-based purchasing program than they would have otherwise, and hospitals with low scores
may receive reduced Medicare inpatient hospital payments.

In addition, the Affordable Care Act prohibits the use of federal funds under the Medicaid program to reimburse providers for
medical assistance provided to treat HACs. With respect to Medicare, beginning in FFY 2015, hospitals that fall into the top
25.0% of national risk-adjusted HAC rates for all hospitals in the previous year will receive a 1.0% reduction in their total
Medicare payments. Hospitals with excessive readmissions for conditions designated by HHS will receive reduced payments for
all inpatient discharges, not just discharges relating to the conditions subject to the excessive readmission standard.

Beginning in FFY 2013, inpatient payments were reduced if a hospital experiences “excessive readmissions” within a 30-day
period of discharge for heart attack, heart failure, pneumonia or other conditions designated by HHS. Hospitals with what HHS
defines as “excessive readmissions” for these conditions will receive reduced payments for all inpatient discharges, not just
discharges relating to the conditions subject to the excessive readmission standard. Each hospital’s performance will be publicly
reported by HHS. HHS has the discretion to determine what “excessive readmissions” means, the amount of the payment reduction
and other terms and conditions of this program. The basic maximum payment reduction amount is 1.0% for FFY 2012, 2.0% for
FFY 2014, and 3.0% for FFY 2015 and beyond.

Outpatient Market Basket and Productivity Adjustment

Hospital outpatient services paid under OPPS are classified into APCs. The APC payment rates are updated each calendar year
based on the market basket. The first two market basket changes outlined above — the general reduction and the productivity
adjustment — apply to outpatient services as well as inpatient services, although these are applied on a calendar year basis. The
percentage changes specified in the Affordable Care Act summarized above as the general reduction for inpatients —e.g., 0.2% in
2015 — are the same for outpatients.

Medicare and Medicaid Disproportionate Share Hospital Payments

The Medicare DSH program provides for additional payments to hospitals that treat a disproportionate share of low-income
patients. Under the Affordable Care Act, beginning in FFY 2014, Medicare DSH payments were reduced to 25% of the amount
they otherwise would have been absent the new law. The remaining 75% of the amount that would otherwise be paid under
Medicare DSH will be effectively pooled, and this pool will be reduced further each year by a formula that reflects reductions in
the national level of uninsured who are under 65 years of age. In other words, the greater the level of coverage for the uninsured
nationally, the more the Medicare DSH payment pool will be reduced. Each hospital will then be paid, out of the reduced DSH
payment pool, an amount allocated based upon its level of uncompensated care.
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In FFY 2015, the 75.0% portion of the Medicare DSH payment was reduced by 1.3% from FFY 2014 as a result of the change in
the percentage of uninsured and the impact of hospitals that have undergone a merger.

The Affordable Care Act does not mandate what data source HHS must use to determine the reduction, if any, in the uninsured
population nationally. In addition, with respect to defining “uncompensated care” for the purposes of the Medicare DSH
reductions, the IPPS final rules for FFY 2014 and FFY 2015 provide that instead of actually measuring the amount of
uncompensated care that is provided by DSH hospitals, CMS will use Medicaid days and Medicare Supplemental Security Income
(“SSI™) days as proxies for determining levels of uncompensated care, While difficult to predict, the use of Medicaid and Medicare
SSI days to approximate levels of uncompensated care could have an adverse effect on DSH hospitals that are located in states that
have opted to not expand their Medicaid programs.

In addition to Medicare DSH funding, hospitals that provide care to a disproportionately high number of low-income patients
may receive Medicaid DSH payments. The federal govemment distributes federal Medicaid DSH funds to each state based on a
statutory formula. The states then distribute the DSH funding among qualifying hospitals. Although federal Medicaid law defines
some level of hospitals that must receive Medicaid DSH funding, states have broad discretion to define additional hospitals that
also may qualify for Medicaid DSH payments and the amount of such payments. As originally enacted, the Affordable Care Act
reduced funding for the Medicaid DSH hospital program in FFYs 2014 through 2020 by the following amounts; 2014 ($500
million); 2015 ($600 million); 2016 ($600 million); 2017 ($1.8 billion); 2018 ($5 billion); 2019 ($5.6 billion); and 2020 ($4
billion). In addition, the Middle Class Tax Reliefand Job Creation Act of 2012 (the “Tax Relief Act”) and the ATRA provide for
additional Medicaid DSH reductions of $4.1 billion in FFY 2021 and $4.2 billion in FFY 2022, respectively. However, the
Pathway Act repealed the Medicaid DSH reductions that were set to become effective in FFY 2014 and delayed the Medicaid DSH
reductions that were set to become effective in FFY 2015 until FFY 2016. It also increased the Medicaid DSH reductions that were
1o become effective in FFY 2016 from $600 million to $1.2 billion and extended Medicaid DSH reductions through FFY 2023.
PAMA further delays the Medicaid DSM reductions required by the Affordable Care Act that were scheduled to become effective
in FFY 2016 to FFY 2017 and extends those reductions through FFY 2024, Under PAMA, the Medicaid DSH reductions will be
$1.8 billion in FFY 2017, $4.7 billion in FFYs 2018 — 2020, $4 8 billion in FFY 2021, $5 billion in FFYs 2022 — 2023, and $4.4
billion in FFY 2024.

Accountable Care Organizations

The Affordable Care Act requires HHS (o establish a Medicare Shared Savings Program that promotes accountability and
coordination of care through the creation of accountable care organizations (*“ACOs"). The Medicare Shared Savings Program
allows providers (including hospitals), physicians and other designated professionals and suppliers to voluntarily work together to
invest in infrastructure and redesign delivery processes to achieve high quality and efficient delivery of services. The program is
intended to produce savings as a result of improved quality and operational efficiency. ACOs that achieve quality performance
standards established by HHS will be eligible to share in a portion of the amounts saved by the Medicare program, To date,
approximately 420 ACOs have been established to participate in the Medicare program, and additional ACOs are being
established by private payors.

Bundled Payment Pilot Programs

The Affordable Care Act created the Center for Medicare & Medicaid Innovation (the “Innovation Center”) with responsibility
for establishing demonstration projects and other initiatives in order to identify, develop, test and encourage the adoption of new
methods of delivering and paying for healthcare that create savings under the Medicare and Medicaid programs while improving
quality of care. One initiative announced by the Innovation Center is a voluntary bundled payment initiative involving over 400
participants that links payments to participating providers for services provided during an episode of care. As required by the
Affordable Care Act, HHS established a separate five-year, voluntary, national pilot program on payment bundling for Medicare
services. Under the program, organizations enter into payment arrangements that include financial and performance accountability
for episodes of care, and these models are intended to lead to higher quality, mote coordinated care at a lower cost to the Medicare
program. Participating providers agree to receive one payment for services provided to Medicare patients for certain medical
conditions or episodes of
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care. The Affordable Care Act also provides for a bundled payment demonstration project for Medicaid services, but CMS has not
yet implemented this project. HHS may select up to eight states to participate, and these state programs may target particular
categories of beneficiaries, selected diagnoses or geographic regions of the state. The selected state programs will provide one
payment for both hospital and physician services provided to Medicaid patients for certain episodes of inpatient care.

Specialty Hospital Limitations

Over the last decade, we have faced competition from hospitals that have physician ownership. The Affordable Care Act
prohibits newly created physician-owned hospitals from billing for Medicare patients referred by their physician owners. While
the Affordable Care Act grandfathers existing physician-owned hospitals, it does not allow these hospitals to increase the
percentage of physician ownership and significantly restricts their ability to expand services. As of December 31,2014, we operate
one hospital through a joint venture with physicians in which we own a controlling interest.

Impact of Affordable Care Act on the Company

The expansion of health insurance coverage under the Affordable Care Act has resulted in an increase in the number of
patients using our facilities who have either private or public program coverage. Further, the Affordable Care Act provides fora
value-based purchasing program, which could create possible sources of additional revenue.

While the Affordable Care Act has had a positive impact on revenue, it is difficult to predict with great precision the timing or
sizc of any potential revenue gains to us as a result of these elements of the Affordable Care Act, because of uncertainty
surrounding a number of material factors, including the following:

+  how many previously uninsured individuals will ultimately obtain coverage as a result of the Affordable Care Act (the
CBO made a number of assumptions to derive an estimate of 26 million, including how many individuals will ignore
substantial subsidies and decide to pay the penalty rather than obtain health insurance, the number of individuals who will
obtain insurance through an Exchange and the number of states that will expand their Medicaid programs);

«  what percentage of the future newly insured patients will be covered under the Medicaid program and what percentage will
be covered by private health insurers;

»  the number of states that ultimately elect to expand their Medicaid programs and when that expansion occurs;
» the extent to which states will enroll any new Medicaid participants in managed care programs;
»  the pace at which insurance coverage expands, including the pace of different types of coverage expansion;

+ the change, ifany, in the volume of inpatient and outpatient haspital services that are sought by and provided to
previously uninsured individuals;

«  the future rates paid to hospitals by private payers for newly covered individuals under different plans, including those
covered through the newly created Exchanges and those who might be covered under the Medicaid program under
contracts with the state;

+ the future rates paid by state govermments under the Medicaid program for newly covered individuals;
+  how the value-based purchasing and other quality programs will be implemented,

«  the percentage of individuals in the Exchanges who select the high deductible plans and their ability to pay the
deductibles;

«  whether the net effect of the Affordable Care Act, including the prohibition on excluding individuals based on pre-
existing conditions, the requirement to keep medical costs lower than a specified percentage of premium revenue, other
health insurance reforms and the annual fee applied
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to all health insurers, will be to put pressure on the bottom line of health insurers, which in turn might cause them to seek
to reduce payments to hospitals with respect to both newly insured individuals and their existing business; and

the possibility that implementation of provisions expanding health insurance coverage will be overtumned, delayed or
even blocked due to court challenges or revised or eliminated as a result of court challenges and efforts to repeal or amend
the new law.

On the other hand, the Affordable Care Act provides for significant reductions in the growth of Medicare spending, reductions
in Medicare and Medicaid DSH payments and the establishment of programs where reimbursement is tied to quality and
integration. Since 44.2% of our revenues in 2014 were from Medicare and Medicaid, collectively, reductions to these programs
will significantly impact us and could offset any positive effects of the Affordable Care Act. It is difficult to predict with great
precision the size of the revenue reductions to Medicare and Medicaid spending, because of uncertainty regarding a number of
material factors, including the following:

the amount of overall revenues we will generate from Medicare and Medicaid business when the reductions are fully
implemented;

whether reductions required by the Affordable Care Act will be changed by statute;

the size of the Affordable Care Act’s annual productivity adjustment to the market basket in future years;
the amount of the Medicare DSH reductions that will be made, commencing in FFY 2014,

the allocation to our hospitals of the Medicaid DSH reductions, commencing in FFY 2017,

what the losses in tevenues will be, if any, from the Affordable Care Act’s quality initiatives;

how successful ACOs in which we participate, if any, will be at coordinating care and reducing costs;

the scope and nature of potential changes to Medicare reimbursement methods, such as an emphasis on bundling payments
or coordination of care programs; and

reductions to Medicare payments CMS may impose for “excessive readmissions.”

Because of the many variables involved, we are unable to predict the future effect on the Company of the expected increases in
insured individuals using our facilities, the reductions in Medicare spending and reductions in Medicare and Medicaid DSH
funding, and numerous other provisions in the Affordable Care Act that may affect us. Additionally, in light of the U.S. Supreme
Court’s ruling on the constitutionality of the Affordable Care Act, it is unclear how many states will ultimately implement the
Medicaid expansion. Due to these factors, we are unable to predict with any reasonable certainty or otherwise quantify the future
impact of the Affordable Care Act on our business model, financial condition or result of operations.

Competition for Patients

Our hospitals and other healthcare businesses operate in extremely competitive environments. Competition among healthcare
providers occurs primarily at the local level. Accordingly, each facility develops its own strategies to address competition locally.
A hospital’s position within the geographic area in which it operates is affected by a number of competitive factors, including, but
not limited to:

the scope, breadth and quality of services a hospital offers to its patients and physicians;

whether new, competitive services are subject to certificate of need or other restrictions;

the number, quality and specialties of the physicians who admit and refer patients to the hospital;
nurses and other healthcare professionals employed by the hospital or on the hospital’s staft;

the hospital’s reputation;

its managed care contracting relationships;
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+ its location and the location and number of competitive facilities and other healthcare altematives;
+ the physical condition of its buildings and improvements;

» the quality, age and state-of-the-art of its medical equipment;

» its parking or proximity to public transportation;

» the length of time it has been a part of the community;

« the relative convenience of the manner in which care is provided (for example, whether services are available on an
outpatient basis and whether services can be obtained quickly);

+ the choices made by the physicians on the medical staff of the hospital; and
»  the charges forits services.

In addition, tax-exempt competitors may have certain financial advantages not available to our facilities, such as endowments,
charitable contributions, tax-exempt financing, and ¢xemptions from sales, property and income taxes. In certain states, some not-
for-profit hospitals are permitted by law to directly employ physicians while for-profit hospitals are prohibited from doing so.

We also face increasing competition from specialized care providers, including outpatient surgery, oncology, physical therapy
and diagnostic centers, as well as competing services rendered in physician offices. To the extent that other providers are
successful in developing specialized outpatient facilities, our market share for those specialized services will likely decrease.
Physician competition also has increased as physicians, in some cases, have become equity owners in surgery centers and
outpatient diagnostic centers to which they refer patients. Some of our hospitals have developed specialized outpatient facilities
where necessary to compete with these other providers.

Competition for Professionals

Our hospitals must also compete for professional talent. A significant factor in our future success will be the ability of our
hospitals to attract and retain physicians, as it is physicians who decide whether a patient is admitted to the hospital and the
procedures to be performed. We seck to attract physicians by striving to employ excellent nurses, equipping our hospitals with
technologically advanced equipment and an attractive, up-to-date physical plant, propetly maintaining the equipment and
physical plant, and otherwise creating an environment within which physicians choose to practice. While physicians may
terminate their association with our hospitals at any time, we believe that by striving to maintain and improve the quality of care
at our hospitals and by maintaining ethical and professional standards, our hospitals will be better positioned to attract and retain
qualified physicians with a variety of specialties.

We also recruit physicians to the communities in which our hospitals are located. The types, amount and duration of
compensation and assistance we can provide to recruited physicians are limited by the federal physician self-referral law (Stark
law), the Anti-kickback Statute, state anti-kickback statutes, and related regulations. The Stark law requires, among other things,
that recruitment assistance can only be provided to physicians who meet certain geographic and practice requirements, that the
amount of assistance cannot be changed during the term of the recruitment agreement, and that the recruitment payments cannot
generally benefit physicians currently in practice in the community beyond recruitment costs actually incurred. In addition to
these legal requirements, there is competition from other communities and facilities for these physicians, and this competition
continues after the physician begins practicing in one of our communities.

Many physicians today prefer to be employed, rather than operating their own practices or joining existing medical groups.
Our hospitals and affiliated entities had more employed physicians at the end 02014 than at the end 0f 2013, When employing
office-based physicians, we also often employ office employees and other personnel necessary to support these physicians and
incur additional expenses as a result. We expect this trend to continue,

We compete with other healthcare providers in recruiting and retaining qualified management and staff personnel responsible
for the day-to-day operations of each of our hospitals, including nurses and other non-physician healthcare professionals. In some
markets, the scarce availability of nurses and other medical
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support personnel presents a significant operating issue. This shortage may require us to enhance wages and benefits to recruit and
retain nurses and other medical support personnel, recruit personnel from foreign countries, and hire more expensive temporary
personnel. We also depend on the available labor pool of semi-skilled and unskilled employees in each of the markets in which we
operate.

Employees

At December 31, 2014, we had approximately 38,000 employees, The majority are hospital-based employees, including
nursing staff, physical and occupational therapists, laboratory and radiology technicians, pharmacy staff, facility maintenance
workers and the administrative staffs of our hospitals. Additionally, we employ a number of physicians, We are subject to federal
minimum wage and hour laws and various state labor laws, and we maintain a number of different employee benefit plans.
Approximately 1,200 of our employees are subject to collective bargaining agreements, We consider our employee relations to be
generally good. Some of our hospitals experience union organizing activity from time to time; however, we do not currently
expect any of these efforts to materially affect our future operations.

Government Regulation

Overview

All participants in the healthcare industry are required to comply with extensive govermment regulations at the federal, state
and local levels, Under these laws and regulations, hospitals must meet requirements for licensure and to qualify to participate in
govermnment healthcare programs, including the Medicare and Medicaid programs. These requirements relate to the adequacy of
medical care, equipment, personnel, operating policies and procedures, maintenance of adequate records, rate-setting, compliance
with building codes and environmental protection laws. If we fail to comply with applicable laws and regulations, we may be
subject to criminal penalties and civil sanctions, and our hospitals may lose their licenses and ability to participate in Medicare
and Medicaid. In addition, government regulations frequently change. When regulations change, we may be required to make
changes in our facilities, equipment, personnel and services so that our hospitals remain licensed and qualified to participate in
these programs, We believe that our hospitals are in substantial compliance with current federal, state and local regulations and
standards.

Acute care hospitals are subject to periodic inspection by federal, state and local authorities to determine their compliance
with applicable regulations and requirements necessary for licensing, certification and accreditation. All of our hospitals are
curmently licensed under appropriate state laws and are qualified to participate in the Medicare and Medicaid programs. In
addition, as of December 31, 2014, with the exception of Bluegrass, Bell and Meyersdale, all of our hospitals were accredited by
the Joint Commission.

Utilization Review

Federal law contains numerous provisions designed to ensure that services rendered by hospitals to Medicare and Medicaid
patients meet professionally recognized standards and are medically necessary and that claims for reimbursement are properly
filed. These provisions include a requirement that a sampling of admissions of Medicare and Medicaid patients must be reviewed
by quality improvement organizations, which review the appropriateness of Medicare and Medicaid patient admissions and
discharges, the quality of care provided, the validity of MS-DRG classifications and the appropriateness of cases of extraordinary
length of stay or cost on a post-discharge basis. Quality improvement organizations may deny payment for services or assess fines
and also have the authority to recommend to HHS that a provider which is in substantial noncompliance with the standards of the
quality improvement organization be excluded from participation in the Medicare program. Utilization review is also a
requirement of most non-governmental managed care organizations.

Value-Based Purchasing

There is a trend in the healthcare industry toward value-based purchasing of healthcare services. These value-based purchasing
programs include both public reporting of quality data and preventable adverse events tied to the quality and efficiency of care
provided by facilities. Governmental programs including Medicare and Medicaid currently require hospitals to report certain
quality data to receive full reimbursement updates. In addition, Medicare does not reimburse for care related to certain preventable
adverse events, reduces
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payments to hospitals that have high HAC rates and rewards hospitals that meet or exceed certain quality performance standards
established by CMS. Many large comimercial payers currently require hospitals to report quality data, and several commercial
payers also do not reimburse hospitals for certain preventable adverse events.

In 2011, we were selected by HHS to participate in the Hospital Engagement Network as part of the nationwide Partnership for
Patients Initiative designed to reduce injuries to patients in a hospital setting as well as minimize exposure to preventable
illnesses through 2013. Subsequently, in 2013, we were selected to participate in a one year extension under the program, As part
of our participation in the project, we received funding from HHS throughout 2014 to sponsor various types of training and
education focused on patient safety and quality of care.

Fraud and Abuse Laws

Participation in Medicare and/or Medicaid programs is heavily regulated by federal statutes and regulations, If a hospital fails
to comply substantially with the numerous federal Jaws governing the facility’s activities, the hospital’s participation in the
Medicare and/or Medicaid programs may be terminated, and/or civil or criminal penalties may be imposed. For example, a
hospital may lose its ability to participate in Medicare and/or Medicaid programs if it performs, among other things, any ofthe
following acts:

» making claims to Medicare and/or Medicaid for services not provided or misrepresenting actual services provided in order
to obtain higher payments;

+  paying money to induce the referral of patients or purchase of items or services where such items or services are
reimbursable under a federal or state healthcare program; or

» failing to provide appropriate emergency medical screening services to any individual who comes to a hospital’s campus
or otherwise failing to properly treat and transfer emergency patients.

The Health Insurance Portability and Accountability Act of 1996 (“HIPAA”) broadened the scope of the fraud and abuse laws
by adding several criminal statutes that apply to all health plans regardless of whether any payments by such plans are made by or
through a federal healthcare program. In addition, HIPAA created civil penalties for certain proscribed conduct, including
upcoding and billing for medically unnecessary goods or services and established new enforcement mechanisms to combat fraud
and abuse. These new mechanisms include a bounty system, where a portion of the payments recovered is retumned to the
applicable government agency, as well as a whistleblower program. HIPAA also expanded the categories of persons that may be
excluded from participation in federal and state healthcare programs.

The Anti-kickback Statute prohibits the payment, receipt, offer or solicitation of anything of value, whether in cash orin kind,
with the intent of generating referrals or orders for services or items covered by a federal or state healthcare program. Violations of
the Anti-kickback Statute are punishable by criminal and civil fines, exclusion from federal and state healthcare programs,
imprisonment and damages up to three times the total dollar amount involved.

The Office of Inspector General (“OIG”) of HHS is responsible for identifying fraud and abuse activities in government
programs. In order to fulfill its duties, the OIG performs audits, investigations and inspections. In addition, it provides guidance to
healthcare providers by identifying types of activities that could violate the Anti-kickback Statute. The OIG has identified the
following hospital/physician incentive arrangements as potential violations:

+ payment of any incentive by a hospital based on physician referrals of patients to the hospital;
» use of free or significantly discounted office space or equipment;
= provision of free or significantly discounted billing, nursing or other staff services;

»  free training (other than compliance training) for a physician’s office staff, including management and laboratory
technique training;

+ guarantees which provide that ifa physician’s income fails to reach a predetermined level, the hospital will pay any
portion of the remainder;
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«  low-interest or interest-free loans, or loans which may be forgiven if a physician refers patients to the hospital;
»  payment of the costs for a physician’s travel and expenses for conferences;

+  payment of services which require few, if any, substantive duties by the physician or which are in excess of the fair market
value of the services rendered; or

«  purchasing goods or services from physicians at prices in excess of their fair market value.

We have a variety of financial relationships with physicians who refer patients to our hospitals, including employment
contracts, leases, joint ventures, independent contractor agreements and professional service agreements. Physicians may also own
shares of our common stock. We provide financial incentives to recruit physicians to relocate to communities served by our
hospitals. These incentives for relocation include minimum revenue guarantees and, in some cases, loans, The OIG is authorized to
publish regulations outlining activities and business relationships that would be deemed not to violate the Anti-kickback Statute.
These regulations are known as “safe harbor” regulations. Failure to comply with the safe harbor regulations does not make
conduct illegal, but instead the safc harbors delineate standards that, if complied with, protect conduct that might otherwise be
deemed in violation ofthe Anti-kickback Statute. We intend for all our business arrangements to be in full compliance with the
Anti-kickback Statute and seek to structure each of our arrangements with physicians to fit as closely as possible within an
applicable safe harbor. However, not all of our business arrangements fit wholly within safe harbors, so we cannot guarantee that
these arrangements will not be scrutinized by government authorities or, if scrutinized, that they will be determined to be in
compliance with the Anti-kickback Statute or other applicable laws, If we violate the Anti-kickback Statute, we would be subject
to criminal and civil penalties and/or possible exclusion from participating in Medicare, Medicaid or other govemmental
healthcare programs.

The Stark law prohibits physicians from referring Medicare and Medicaid patients to selected types of healthcare entities in
which they or any of their immediate family members have ownership or a compensation relationship unless an exception applies.
These types of referrals are commonly known as “selfreferrals”. A violation of the Stark law may result in a denial of payment and
require refunds to patients and the Medicare program for all claims that were unlawfully submitted during the entire period that
the violation existed, civil monetary penalties of up to $15,000 for each violation, civil monetary penalties of up to $100,000 for
circumvention schemes, civil monetary penalties of up to $10,000 for each day that an entity fails to report required information
to HHS, and exclusion from participation in the Medicare and Medicaid programs and other federal programs. In addition,
violations of the Stark law could also result in penalties under the federal False Claims Act. There are ownership and
compensation arangement exceptions to the self-referral prohibition, There are also exceptions for many of the customary
financial arrangements between physicians and facilities, including employment contracts, leases and recruitment agreements, and
there is a “whole hospital exception,” which allows a physician to make a referral to a hospital if the physician owns an interest in
the entire hospital, as opposed to an ownership interest in a department of the hospital. The Affordable Care Act significantly
modified the requirements of the whole hospital exception and placed a number of restrictions on the ownership structure,
operations, and expansion of physician owned hospitals. One of our facilities is subject to those requirements. We intend for our
financial arrangements with physicians to comply with the exceptions included in the Stark law and regulations, In recent years,
CMS has issued a number of proposed and final rules modifying the Stark law exceptions. While some changes have been
implemented, others remain in proposed form or have been delayed. Further, the Stark law and related regulations have been
subject to little judicial interpretation to date. We anticipate that there will be further changes in the future that will require us to
continue to modify our activities.

In addition to issuing new regulations, or applying new interpretations to existing rules or regulations, the federal govemment
has modified its approach for ensuring compliance with and enforcing penalties for violations of the Stark law. In 2010, CMS also
issued a “self-referral disclosure protocol” for hospitals and other providers that wish to self-disclose potential violations of the
Stark law and attempt to resolve those potential violations and any related overpayment liabilities at levels below the maximum
penalties and amounts set forth in the statute.
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Federal False Claims Act

The federal False Claims Act prohibits providers from, among other things, knowingly submitting false or fraudulent claims for
payment to the federal govemment. The federal False Claims Act defines the term “knowingly” broadly, and while simple
negligence generally will not give rise to liability, submitting a claim with reckless disregard to its truth or falsity can constitute
the “knowing” submission of a false or fraudulent claim for the purposes of the False Claims Act. The “qui tam” or
“whistleblower” provisions of the False Claims Act allow private individuals to bring actions under the False Claims Act on
behalf of the govemment. These private parties are entitled to share in any amounts recovered by the govermment, and, as a result,
the number of “whistleblower” lawsuits that have been filed against providers has increased significantly in recent years. When a
private party brings a qui tam action under the federal False Claims Act, the defendant will gencrally not be aware of the lawsuit
until the govemment makes a determination whether it will intervene and take a lead in the litigation. If a provider is found to be
liable under the federal False Claims Act, the provider may be required to pay up to three times the actual damages sustained by
the govemment plus mandatory civil monetary penalties of between $5,500 to $11,000 for cach separate false claim. The
government has used the federal False Claims Act to prosecute Medicare and other government healthcare program fraud such as
coding emors, billing for services not provided, submitting false cost reports, and providing care that is not medically necessary or
that is substandard in quality.

Changes in the Regulatory Environment

The Fraud Enforcement and Recovery Act of 2009 (“FERA”) expanded the scope of the federal False Claims Act by, among
other things, creating liability for knowingly and improperly avoiding or decreasing an obligation to pay money to the federal
govemment and broadening protections for whistleblowers. In addition, the Affordable Care Act made several significant changes
to healthcare fraud and abuse laws, including providing additional enforcement tools to the govemment, increasing cooperation
between agencies by establishing mechanisms for the sharing of information and enhancing criminal and administrative penalties
for non-compliance. For example, the Affordable Care Act (1) provides $350 million in increased federal funding over 10 years to
fight healthcare fraud, waste and abuse; (2) expands the scope of the RAC program to include Medicaid; (3) authorizes HHS, in
consultation with the OIG, to suspend Medicare and Medicaid payments to a provider of services or a supplier “pending an
investigation of a credible allegation of fraud;” (4) provides Medicare contractors with additional flexibility to conduct random
prepayment reviews; and (5) requires providers to adopt compliance programs that meet certain specified requirements as a
condition of their Medicare enrollment. The Affordable Care Act also expanded the scope of the False Claims Act to cover
payments in connection with health insurance exchanges if those payments include any federal funds and provides that claims
submitted in connection with patient referrals that result from violations of the Stark law or the Anti-kickback Statute constitute
false claims for the purposes of the federal False Claims Act.

In addition to the changes mentioned above, the Affordable Care Act created federal False Claims Act liability for the knowing
failure to report and retum an overpayment within 60 days ofthe identification of the overpayment or the date by which a
corresponding cost report is due, whichever is later. To avoid liability, providers must, among other things, carefully and
accurately code claims for reimbursement, promptly retum overpayments, and accurately prepare cost reporis. In light of the
provisions of FERA and the Affordable Care Act relating to reporting and refunding overpayments and the robust funding for
enforcement activities and audits, an increasing number of health care providers have self-reported potential violations of law,
including technical violations of certain fraud and abuse laws, and refunded overpayments to avoid incuming fines and penalties.
It is likely such refunds and voluntary disclosures will continue in the future, and we will make such refunds and disclosures in
accordance with the law.

State Laws

Many of the states in which we operate have adopted laws similar to the Anti-kickback Statute and the Stark law. These state
Jaws are generally very broad in scope and typically apply to patients whose treatment is covered by the Medicaid program and, in
some cases, to all patients regardless of payment source. In addition, many of the states in which we operate have false claims
statutes that impose civil and/or criminal liability for the types of acts prohibited by the federal False Claims Act or that otherwise
prohibit the submission of false or fraudulent claims to the state govemment or Medicaid program. Violations of these

25

000134



TABLE OF CONTENTS

laws are punishable by civil and/or criminal penalties and, in many cases, the loss of the facility’s license. Although we believe
that our operations and arrangements with physicians and other refemral sources comply with the applicable state fraud and abuse
laws, most of these laws have not been interpreted by any court or govermnmental agency, and there can be no assurance that the
regulatory authorities responsible for enforcing these laws will determine that our arrangements comply with the applicable
requirements,

Emergency Medical Treatment and Active Labor Act

All of our facilities are subject to the Emergency Medical Treatment and Active Labor Act (‘EMTALA”). This federal law
requires any hospital that participates in the Medicare program to conduct an appropriate medical screening examination of every
person who presents to the hospital’s emergency department for treatment and, if the patient is suffering from an emergency
medical condition, to either stabilize that condition or make an appropriate transfer of the patient to a facility that can handle the
condition. The obligation to screen and stabilize emergency medical conditions or transfer exists regardless of a patient’s ability
to pay for treatment, Off-campus facilities such as specialty clinics, surgery centers and other facilities that lack emergency
departments or otherwise do not treat emergency medical conditions are not generally subject to the EMTALA. They must,
however, have policies in place that explain how the location should proceed in an emergency situation, such as transferring the
patient to the closest hospital with an emergency department. There are severe penalties under the EMTALA if a hospital fails to
screen or appropriately stabilize or transfer a patient or if the hospital delays appropriate treatment in order to first inquire about
the patient’s ability to pay, including civil monetary penalties and exclusion from participation in the Medicare program. In
addition, an injured patient, the patient’s family or a medical facility that suffers a financial loss as a direct result of another
hospital’s violation of the law can bring a civil suit against that other hospital. CMS has actively enforced the EMTALA and has
indicated that it will continue to do so in the future. Although we believe that our hospitals comply with the EMTALA, we cannot
predict whether CMS will implement new requirements in the future and, if so, whether our hospitals will comply with any new
requirements.

Administrative Simplification Provisions and Privacy and Security Requirements

We are subject to the administrative simplification provisions of HIPAA which require the use of uniform electronic data
transmission standards for healthcare claims and payment transactions submitted or received electronically. These provisions are

intended to encourage electronic commerce in the healthcare industry. In January 2009, CMS published its 10" revision of
Intemational Statistical Classification of Diseases and Related Health Problems (*ICD-10") and related changes to the formats
used for certain electronic transactions, ICD-10 contains significantly more diagnostic and procedural codes than the existing
ICD-9 coding system, and as a result, the coding for the services provided in our hospitals and clinics will require much greater
specificity, Implementation of ICD-10 will require a significant investment in technology and training. We may experience delays
in reimbursement while our facilities and the payors from which we seek reimbursement make the transition to ICD-10. While
HIPAA originally required implementation of ICD-10 to be achieved by October 1,2013, CMS extended this deadline to October
1,2014, and PAMA further delayed the effective date of the ICD-10 transition to October 1, 2015, If any of our hospitals fail to
implement the new coding system by the deadline, the affected hospital will not be paid for services. We are not able to predict the
overall financial impact of the Company’s transition to ICD-10.

Additionally, we are subject to the privacy and security requirements of HIPAA and the Health Information Technology for
Economic and Clinical Health Act (the “HITECH Act”), which are designed to protect the confidentiality, availability and
integrity of health information. The HIPAA privacy and security regulations apply to health plans, health care clearinghouses, and
healthcare providers that transmit health information in an electronic form in connection with HIPAA standard transactions. The
HIPAA privacy standards, which apply to individually identifiable health information held or disclosed by a covered entity in any
form, whether communicated electronically, on paper or orally, impose extensive administrative requirements on us, require our
compliance with rules goveming the use and disclosure of this health information, and require us to impose these rules, by
contract, on any business associate to whom we disclose such information in order to perform functions on our behalf. They also
create rights for patients in their health information, such as the right to access and amend their health information and to request
an accounting for certain disclosures of their health information. The HIPAA security standards require us to
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establish and maintain reasonable and appropriate administrative, technical and physical safeguards to ensure the integrity,
confidentiality and the availability of electronic health information and to perform ongoing assessments of the potential risks and
vulnerabilities to the confidentiality, integrity and availability of such information. Our facilities continue to remain subject to
any state laws that are more restrictive than the privacy and security regulations issued under HIPAA. In addition, the Federal
Trade Commission (the “FTC”) has ruled that Section 5 of the Federal Trade Commission Act gives the FTC the authority to
regulate as unfair business practices companies’ inadequate data security programs that may expose consumers to fraud, identity
theft and privacy intrusions, including the security programs of entities subject to HIPAA regulation. We believe that we are in
material compliance with the privacy and security requirements of HIPAA and other applicable state and federal laws.

The HITECH Act, among other things, strengthened the HIPAA privacy and security regulations, significantly increased the
penalties for violations of the HIPAA privacy and security regulations, created a private cause of action for state attomeys general
for certain HIPAA violations, and extended many of HIPAA’s privacy and security provisions to business associates, The HITECH
Act also created a federal breach notification law that mirrors protections that many states have passed in recent years, This law
requires us to notify affected individuals, and, in some cases, the Secretary of HHS and prominent local media outlets, of any
unauthorized access, acquisition, or disclosure of an individual’s unsecured protected health information that has been
compromised. In 2011, HHS initiated a pilot audit program that ran through December 2012 in the first phase of HHS
implementation of the HITECH Act’s requirements of periodic audits of covered entities and business associates to ensure their
compliance with the HIPAA privacy and security regulations and the breach notification requirements. In 2014, HHS announced
its plan to survey about 800 organizations as the first step in selecting organizations for the next round of HIPAA audits, which are
expected to occurin 2015, HHS officials have indicated that these audits will consist of a combination of remote desk audits and
comprehensive onsite evaluations of covered entities and business associates and will focus on compliance with the HIPAA
privacy, secutity and breach notification rules. HHS officials have also indicated that these audits could lead to compliance
reviews or enforcement actions against organizations that fail to respond appropriately to audit requests or for which an audit
reveals significant compliance issues. We cannot predict whether our hospitals will be selected for any future audit or the results of
any such audit.

On January 17,2013, HHS issued a final HIPAA omnibus rule (the “Final HIPAA Rule™), which became effective on March 26,
2013, that modified prior HIPAA regulations and implemented many of the provisions of the HITECH Act, Our facilities were
required to comply with the applicable requirements of the Final HIPAA Rule beginning on September 23,2013, except that
certain agreements with business associates qualified for an extended compliance date of September 23,2014, The Final HIPAA
Rule modifications include, among other things: making our facilities’ business associates directly liable for compliance with
certain of the requirements of the HIPAA privacy and security regulations; making our facilities liable for the actions of their
business associates if HHS determines an agency relationship exists between the facility and the business associate under federal
agency law; requiring modifications to existing agreements with business associates; adding limitations on the use and disclosure
of health information for marketing and fundraising purposes, and prohibiting the sale of health information without individual
authorization; expanding our patients’ rights to receive electronic copies of their health information and to restrict disclosures to a
health plan conceming treatment for which our patient has paid out of pocket in full; requiring modifications to, and
redistribution of, our facilities’ notice of privacy practices; rules addressing enforcement of noncompliance with HIPAA due to
willful neglect; an increased and tiered civil money penalty structure; and modifications to the breach notification rules that
replace the “risk of harm” standard with a “low probability of compromise™ standard, which would require our facilities to prepare
a four factor risk assessment for impermissible uses and disclosures of unsecured protected health information, We cannot predict
the financial impact to our facilities in implementing the provisions of the Final HIPAA Rule.

Violations of the HIPAA privacy and security regulations may result in civil and criminal penalties. The HITECH Act and
Final HIPAA Rule significantly increased the penalties for violations by intreducing a tiered penalty system reflecting increasing
levels of culpability, with penalties of up to $50,000 per violation with a maximum civil penalty of $1.5 million for violations of
the same requirement in a calendar year. The HITECH Act and Final HIPAA Rule also extended the application of certain
provisions of the security and
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privacy regulations to business associates and imposes direct civil and criminal liability on business associates for violation of the
HIPAA regulations. The HITECH Act also authorizes state attorneys general to bring civil actions seeking either injunction or
damages up to $25,000 for violations of the same requirement in a calendar year in response to violations of HIPAA privacy and
security regulations that affect their state residents. The applicable state laws regulating the privacy and security of patient health
information could impose additional penalties. We expect increased enforcement of the requirements of HIPAA, the HITECH Act,
and the Final HIPAA Rule by HHS and state attomeys general.

Corporate Practice of Medicine and Fee-Splitting

Some states have laws that prohibit unlicensed persons or business entities, including corporations or business organizations
that own hospitals, from employing physicians. Some states also have adopted laws that prohibit direct or indirect payments or
fee-splitting arrangements between physicians and unlicensed persons or business entities. Possible sanctions for violations of
these restrictions include loss of a physician’s license, civil and criminal penalties and rescission of business amangements. These
laws vary from state to state, are often vague and have seldom been interpreted by the courts or regulatory agencies. We attempt to
structure our arrangements with healthcare providers to comply with the relevant state laws and the few available regulatory
interpretations.

Certificates of Need

The construction of new facilities, the acquisition or expansion of existing facilities and the addition of new services and
expensive equipment at our facilities may be subject to state laws that require prior approval by state regulatory agencies. These
certificate of need laws generally require that a state agency determine the public need and give approval prior to the construction
or acquisition of facilities or the addition of the new equipment or services and allow competing healthcare providers to challenge
the need for the facility, service or equipment. We operate hospitals in twelve states that have adopted certificate of need laws —
Alabama, Florida, Georgia, Kentucky, Louisiana, Michigan, Mississippi, Nevada, North Carolina, Tennessee, Virginia and West
Virginia. If we fail to obtain necessary state approval, we will not be able to expand our facilities, complete acquisitions or add
new services at our facilities in these states. Violation of these state laws may result in the imposition of civil sanctions or the
revocation of hospital licenses. All other states in which we operate do not require a certificate of need prior to the initiation of
new healthcare services. In these other states, our facilities are subject to competition from other providers who may choose to
enter the market by developing new facilities or services.

Not-for-Profit Hospital Conversion Legislation

Many states have adopted legislation regarding the sale or other disposition of hospitals operated by not-for-profit entities. In
states that do not have such legislation, the attorneys general have demonstrated an interest in reviewing these transactions under
their general obligations to protect charitable assets. These legislative and administrative <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>